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PEEFAOE TO THE EOUETH BDITldN 


For making this Edition more useful, special 
care has been taken in revision to give latest 
available facts and figures. The latest Census figures 
for 1941 have been incorporated wherever possible. 

An independent Chapter — “Appendix I — Impor- 
tant Economic and Industrial War Measures” — has 
been added at the end oi the book in otdeTC to apprise 
the student of the many-sided important problems 
being tackled by the Government of India since the 
outbreak of the war with the Axis Powers, and we 
hope that the information contained therein will 
prove of immense help^, in understanding the true 
significance of the numerous schemes and measures 
introduced by the Government for the successful 
prosecution of the war and its glorious conclusion. 

We indeed thank our friends and teachers for the 
constant help given to us in sending their valuable 
suggestions for improvements in the book. 


Bikanbb, 
July 15, 1942, 


E. K. SflAHMA 
S. S. Nibtan 



tEEFAOB TO THE THIrD EDITION 


We have expanded and thoroughly revised the 
edition in the light of the suggestions -received from 
friends and teachers in the various provinces. Many 
additions, viz., new chapters on family budgets and 
rural development of India, the organisation of rural 
development in U. P., the agricultural and industrial 
development in U. P., the budget of the Bombay 
Province, the Tenancy Act of 1939 and many new 
blocks indicating Indian conditions have been made. 
All the facts and statistics have been brought 
up to date. 

We expect that this new edition will prove very 
useful to those for whom it is made. 

We are grateful to all our friends who have given 
their valuable advice to us. 


Naini Tal 
June 4, 1940 


R, K. Shabma 
S. S. Niktan 



PRBFA.GE TO THE SEGOED EDITION 


This editsion which we now place before our 
readers has been thoroughly re-arranged and ex- 
panded. It embodies some valuable additions, viz., 
a brief survey of the Indian currency, income and 
consumption in India, efficiency of Indian labour, 
provincial budgets of the Central Provinces, and the 
Punjab and many new diagrams and blocks indicating 
Indian conditions. Every effort has been made to deal 
with all the important spheres of economic activities 
at the present day, with special reference to India. 
Up-to-date statistics that throw a flood of light on 
conditions obtaining today have been incorporated 
wherever necessary. 

Other new matters have been introduced in the 
light of the various suggestions received from friends 
and teachers in the United Provinces and Eajputana 
Colleges. We are confldent that the book will prove 
extremely useful to those for whom it is intended. 

We take this opportunity of acknowledging our 
deep obligations to those friends who have sent us 
their valuable suggestions. 


BABEiiiLY College 
July 5 , 1931[ 


E. K. Shabma 
S. S, NiByATf 



■ PEBFACE TO THE PIEST EDITION 

t . , 

Economics, which the prophets of the Nineteenth 
‘ Century denounced as the ‘dismal science,’ is now 
' recognized as the most important of sociological 
' studies. In the industrial ‘countries of the West, a 
knowledge of Economics is considered one of the 
prime necessities for understanding the milieit of life 
as it has evolved to-day from the incipient civilization. 
'.The problems which the Great War has set loose 
“uipon 'the" world — such as the bankruptcy of nations, 
frozen credit and failing banks, the flight of the Pound 
or the Eranc from the gold standard, the stupendous 
■ riddle of unemployment, the increasing recurrence 
and intensity of strikes — are and all may be directly 
traceable to the faulty systems of production, 
distribution and exchange. Even the Japanese 
occupation of Manchuria and the Italian aggression 
in Abyssinia can be explained and accounted for on 
a purely economic basis — the pressure of population 
and the consequent need for raw materials. 

At any rate, this is certain, that a thorough 
understanding of Economics is absolutely essential 
for a fuller appreciation of the conditions of modern 
life. It is an indispensable part of a citizen''S 
education. In India, in particular, where the social 
as well as the political orders are being re-shaped, it 
is all the more necessary to study Economics in 
relation to the peculiar social conditions. 

This book is an attempt to give a concise, clear 
and unbiassed survey of the subject-matter of Eco- 
nomics for less '■'^'^anced students. It covers 



practically the whole syllabas of the Intermediate 
Examination in Economics as laid down by the 
Indian Universities and the various Boards of In- 
termediate Education The students will find it 
extremely useful at all stages of their work, as 
economic theories have been discussed not only from 
purely academic point of view but also in their 
application to special Indian conditions. If we 
succeed in creating in the students a genuine interest 
in the study of Economics and its impact on life, we 
will consider ourselves amply rewarded. 

Our sincere thanks are due to Mr. N* K Chaddha, 
M.A., LL.B., Lecturer in Economics, Bareilly 
College for bis many kind suggestions, and ungrudg- 
.ing help. 


Barbillt CoLLBas 
Hay id, J936 


fi. E. SaiBui 
S. S. Nibtak 
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A 

FIRST APPROACH TO ECONOMICS 

FOR 

INDIAN READERS 


OnAPTER I 


/ SUBJECT- A TTER OP ECONOMICS 

Definition of Economics 

For nh^'pot, rft^npy inp ; space there 

is a separjite science . Planet ary motions, for instance, 
form the subject-matter of tbelscience of astronomy. The 
science of metallurgjr treats of the composition of metallio 
substancesJ Geology studies the history and composition 
of the earth. Bjo.Iog}’- carries on investigations in the 
realm of life forms and principles of plants and animals. 
Psychologists seek to understand human behaviour or 
ooTisbiousness. The subject-matter of Ecojiomics, in the| 
same way, is man. Man, however, is the topic of discussion * 
for a number of sciences. He figures in ethi cs, p_olitios, 
psychology, biology, and in all social inquiries. 
Man remains engaged from morning till evening in all 
kinds of activities — religious, philanthropic, patriotic, 
social, and economic. Now all the activities of man do 


not fall within the province of Economics. Economics 
concerns itself only with man’s economic activities. By' 
economic activities are meant J.hose human activities that 
direct themselves towards the creation, appropriation,'^ 


an^accuihulation o_£ Man’s wealth-getting and 

wealth-spending activities alone, therefore, form the 
subject-matter of Economics.' When a man is busy in 
doiirg things other than those concerning his livelihood 
he is behaving as a non-economic man. A tourist who 
climbs a mountain merely to enjoy the beauties of nature 
is not performing an economic activity, but the activity 
of the puide accompanying him is economic because he 
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A FIRST APPROAai TO ECONOMICS 


cliiuba in the expectation of soinorewnu) A musician who 
singsfor pleasure lenotpeifoiminRaii cconomionctivitjlnU 
the nctivilj of one who suigsfora lewardis 60011011110 Tjlie 
farmer, the smith, the carpenter, tlie shoemalei, etc, 
work not in sport but in order to earn their livelihood , 
henoe they are carrying on ecoiioimc activities Jlie 
activities of a lock mal er arc cpoiouhd because he works 
to earn something tberebj but King Louw \ VI s activity 
in making locks was non ecot oimc bcoanso he made them 
for mere amusement Between a man who rows for 
pleasure and a boatsman who rows to earn a Imng, 
between a girl who spends li< r evening at n ball and the 
dancer who appears in a ballet, there is definite differ- 
ence— the first rows or dance<», solely to row, or dance 
while the others do so to oirn their living, and this is 
sufficient to call tho activiij of tin former class non- 
ocouomio and of the latter economic Activities such as 
for love of country, lovo of art, pity, shame, religion, 
obarity, etc, are not treated in Economics Economics 
considers mankind as occupied solely in tho making, 
exchanging, sharing, and using of weclth 

It must be emphasised, however, that Economics is a 
Asocial science iliat iv, it deals with man in ins leiation 
to society The economist is concerned with man onlj as 
a unit m sooietj as a member of a social organization, 
and not ns an iiulividnal in isolation eg an ascetic who 
lives 111 solitude after leiionnciug the world '1 he ncUoii^, 
desires, and objects ol a particular individual are of little 
importance 1 1 ecoiiomio science it is the average of flie 
actions desites, and objects of all members of sooietj that 
matters For instance. Economics uoes not stud^ how 
wealth IS produced and consumed bj this individual or 
that but bow wealth is produced, exchanged, distributed, 
land consumed in society 'Jhus, Economics may be defined 
las a social science which deals with wealth getting and 
Wealth using activitie*! of men Economics studies both 
'man and wealth, and it is not purely a science of wealth 
as understood and defined by earlier writers on Economics 
Marshall observes “Political Economy or Economics is a 
study of mankind in the ordinary business of life , it 
examines that part of individual and social action which 
js most closely connected with the attainment apd with 
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the use of the material requisites of well-being. Thus it 
i.s on the one side a studj^ of wealth, and on the other, 
and more important side, a part of the study of man.” 
Scope of Economics 

Before dealing with the scope of Economics and 
inquiring whether Economics should be dealt with as a 
science or as an art or as both, it is desirable to emphasise 
the distinction between a science and an art". 

Anj' branch or department of sj'stematized knowledge 
considered as a distinct field of investigation or object of 
study is science, e.g., the science of astronomy, chemistry, 
geology, botany, economics, politics, etc. A sc ience deals 
only with the relations of cause and effect. It assumes 
nothing to be good and nothing to be evil. It does not 
start with the idea that something is desirable or undesir- 
able; nor does it arrive at any such conclusion as its result. 
Its business is not to offer precepts or prescriptions. Its 
sole concern is to .show why certain effects follow certain 
causes. Art in general consists of truths of science arran- 
ged in the^most convenient order for practice. A system 
of rules or of organized modes of operation serving to 
facilitate the performance of certain actions is art, as, the art 
of building or engraving, the art of war, the art of navigation, 
etc. An art assumes thatacertain thing is desirable or thata 
certain other thing isuudesirable; that something is good or 
thatsomethingisevil. Itsobjectis to ascertain how the good 
may be attained, or the evil avoided. Suppose someone 
goes to a chemist with a bottle of poison in his hand and 
inquires of him whether he should swallow the contents of 
that bottle. The chemist as a scientist cannot tell him what 
he should swallow or refrain from swallowing. He can only 
say that if the liquid is swallowed up he will experience such 
and such sensations and after so much time hewill die. Simi- 
larly in regard to the payment of interest the science of 
Economics can only point out why interest ispaid at all, and 
what determines the rate paid. Whether interest ought to 
be paid, and, if it ought, what constitutes a fair rate of 
interest is the sphere not of the science but of the art of 
Economics. (The business of giving advice regarding 
conduct is not that of the scientist but of an artist. A 
science merely teaches us to know and it is art that 
teaches us to dq^ a, thing, j 
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The scope of Economics can bo found out only when 
Iwe know whether it treats of the aotiml or the ideal 
it a science concerned exolusirelj wiih the in\e«tiRRtion 
of uniformities or sequences, or la it nii art having for 
its object the determination of practical rules of action ? 
"What, for example, is the tine problem of Economics in 
regard to the influence of competition on wages ? Is u to 
investigate t^is ezaot Katnre of that influence? Or is it 
rather to determine how far the effects of competition 
can be morally approved, and to what extent it should 
be superseded by ooinbination or governmental inter- 
ference ? Sgi^e economists ere of the opinion that the 
function of Economics is to iniestrgale facts and discoier 
truths aljout them, not to prescribe rules of life "Economic 
laws are statements of facts, not practical precepts 
Economies is, in other words, a science, not an art It 
famishes information ns to the probable oon«oqiieijces of 
giving lines of action, but does not itself pa«s moral 
judgments, or pronounce what ought or what ought not 
to be If Economics is treated as a science, it may be 
defined as the science which merely states the laws regula- 
ting the production aud distribution of wealth, so far as 
the\ depend on man’s activities Some other economists, 
on the other hami, regard Economics as having a high 
ethical task, and as ooncerned with the most important 
problems of Imraaii life The science is not merel;j to 
classify the motives that prompt to economic activity , it 
must aUo weigh and compare their moral merit It must 
determine a standard of the right production and distri- 
bution of wealth, so that the demands of justice inaj be 
satisfied It must set forth an ideal of eoonomio develop- 
ment If Economics is taken as an art, it may be defined 
as the art which points out the institutions and habit-- 
most conducive to the production and accumulation of 
wealth It 18, however, now generally agreed that m 
Economics the positive investigation of facts is not an 
eiidm Itself^ hut is to be used as the basis of a practical 
inquiry. The function of Economics is not onlj to point 
out the scientific laws that actually control production 
and distribution but also to show how national production 
and distribution of wfealth should be regulated Economics 
IS not solely concerned with the study of wealth, but ifs 
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investigations extend also to a consideration of matters 
which affect the welfare of man and of the community in 
which he lives. It has been shown that Economics in 
throwing light on practical problems and in indicating 
the best forms of economic organization has been serving 
humanitj' to a very great extent. Hence we see that the 
scope of Economics has been very much widened to-day. 
The economists of the present age, generally, treat it 
neither as a science alone, nor as an art alone, but both 
^as a science and an art. 

Divisions of Economics 

For convenience of exposition and facility of study 
and analysis the subject-matter of Economics has been 
classified under the following heads : 

(1) Introduction : — In the opening chaplers usually an 
idea of the nature, scope, and usefulness of the science 
is given, certain technical terms which are used too 
frequently in the coarse of the discussion of the subject 
are explained ; and the main topics with which the 
science is concerned are shown. 

(2) Consumption : — The subject of human wants and 
their satisfaction by the use of wealth is comprehended 
in the economics of consumption. Under consumption 
we study and observe various phenomena, such as the 
characteristics and classification of wants, the Law of 
Equi-MarginaU.uti]ity, consumer’s su rplus, t he. L a w o f 
i^m^d, etc. 

(.8) Production : — The economics of production contains 
the observation and analysis of the manner in which 
wealth is created by man. Various factors of production, 
e. g., Land, Labour, Capital, Organization and Enterprise, 
and the laws and principles governing the various branches 
of production, are studied under this division of 
Economics. 

(4) Exchange : — How each man is able to barter his 
own surplus products for those which form the surplus of 
others but which are of great use to him is studied in the 
economics of exchange. The study of exchange includes 
a consideration of problems such as the basis and forms 
of exchange. Theory of value and prices, the mechanism 
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of ezchange*markets, money, credit, banking and domestic 
and mternatioual trade 

(B) Dish ibitlion — How tbenationa! divideuti orincome 
IS apportioned among the different factors ot |)iuductu)ii — 
Land, Labour, Capital, Orgauizitiou and Lnteipiise — is 
explained m the tcononiics of dihtiibution The problem 
of distribution of total wealth between those who collabo- 
rates in its produolioii is assuming greater importance m 
view of the growing consciousness among the people about 
Its mal-diatribution 

(6) Public Ftnanc* Public Finance inquires bow 
much wealth the government requires to fulfil its 
functions, how it obtains this wealth, and how it uses it 
Here we study the principles of public, levenues, public 
expenditure and the public debt lucuned by the state m 
the discharge of (hose coonoioio nnd other varied 
funoUons which now devolve upon the civilized govern- 
ments 

It should be noted, however, that there is no stiiQt 
line of demarcation between ilie different departments 
mentioned above They are all interrelated and inter- 
^dependent and mutually act aud react upon one another 
V Relation of Introduction to other Departments 

Without a proper uiiderslaiiding of the introductory 
portion it is difficult to grasp cleirly the divisions of 
Economics which follow this portion Unless one knows 
the subject-matter of Economics it is not possible to 
follow the topics dealing with consuiuplion production, 
etc , which are merely branches of Economics Beside«, 
certain technical terms like ‘goods’ ‘wealth etc , recur 
again aud again even in portious other than those dealing 
with introduction, and unless one has grasped their full 
import irom the very beginning it is not possible to 
follow any discussion in Economics clearly ^ 

Relation of Consumption and Production 

(Innsiimption is the sole end niul nnrnose nf all nro- 
I’iie object of consumption is to deme utility 
by the destruction of the thing used To replace tins 
destruction of utility is the object of production It is 
the consumption which gives stimulus to and directs the 
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course of production. Tlie consumers are the controllers 
of production because it is upon their decisions that the 
of goods and services depends. An increased 
demand for a commodity stimulates the production of 
that commodity. The industrial activity of a nation can 
be increased mainly bj' the growth of men’s objects of 
desire. 

. Production also affects consirmption in its tdrn. IE 
goods are not produced, there cannot be any consumption 
of them. Consumption is made possible because goods 
are produced. It is production winch supplies the means" 
"Toy which man’s wants are satisfied. The price of an 
article is as important as its utility in determining the 
quantity consumed. And the price of anj' article depends 
normally' upon cost of production. If the cost of pro- 
duction of an article goes up, less of that article will, other 
things being the same, be consumed, and if the cost of 
production of the article goes down, more of that article 
will be consumed. And if the price (as a result of the 
very heavy cost of production) of the article becomes 
proliibitive, very little, if at all, of that commodity will 
be consumed. Thus production influences consumption. 
Relation of Consumption and Exchange 

IE there were no exchange each man would have to 
subsist on what he could produce directly himself, using 
his own and no one else’s instruments of production. As 
things are, however, no one lives only on what he has 
himself produced but each lives on what has been pro- 
duced by a vast number of other persons. This is the 
result of exchanges. If people had no wants, there would 
be no exchange either and the whole machinery of ex- 
change would collapse. Besides, exchange value (f.e., 
the ratio of the number of units of one commodity to the 
number of units of another commodity for which it 
exchanges) is considerably dependent upon ‘utility’ — the 
very basis of the economics of consumption. Utility is 
indispensable to exchange value. The exchange value of 
things is founded upon their utility, or upon our wants 
for them, or upon the use we can make of them. 

•^Relation of Consumption and Distribution 

The connection between the consumption .ajuUd^^ 
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tnbutiOD of wealth is very intimate The kiiiJ of articles 
selected by the cotisnmer depends unoii tlio amount of 
lua income _ It n tlia length of a ma»*M pmse that decides 
what tluiT^ he will consume and ni wliKt atmiit ff| 
however, there liad been no wants to satisfy tliero would 
not have been any prodoction, and if wealth ha<l not 
been produced there would not Imvo been anytlimg to 
distiibuto The amount of incuine tliat each factor of 
produotion gets from tho national dividend i<< indirectly 
dependent upon the oousuinption of tlio people If tlie 
standard of living of the people is higli, which means if 
they want to consume more and bettor and varied kinds 
of goods, there will bo greater productiou on the part of 
such a people, which will augment tlio national inoume 
Similar!}, if the standard of living of the peO[iIo is low, 
le«-a will be jiroduced and consequently ihoro will be less 
of that whicli has to bo distributed Thus we see that 
the national dividend or that which is distnbutetl is 
ultimately dependent upon consumption 
Relation of Consumption and Public Finance 

The Governiiiont (uatiily by tnzutiun} ni certain oases 
exercises a great coutiol over our coDsumptien In tliose 
cases where the consumer is not the best 3udge of his 
own real interests or of the real value ot the ariiolos 
oon»umed, the Govornmont has controlled the production 
and sale of such articles Thus in most countries the 
sale of intoxicants ami tho pre«cripiion of medicines have 
been placed under legal restraint eg, the proinbition 
scheme introduced lately by the Congress Governments, 
specially in the provinces of Bombay and Itladras At 
the same time also laws with detailed provisions have 
been enacted against various forms of adulteration of 
articles of coiisumptioo The Government, if ii liLei, 
can make it impossible for the consumers to make use of 
a certain article by subjecting that article to a very 
heavy tax 

Consumption also can affect, and actually allects, 
public finance In all cases of indirect taxation the 
income of the State is dependent upon tho amount of 
goods consumed in a couiitiy If more goods are con- 
sumed the Governmenl’a income irom taxes increases, 



SUBJECT-^^AtTER OF ECONOMICS § 

and if less goods are consumed its income automatically 
goes down. The budgetary dislocations in most countries 
of the world are often due to the uncertainty of the income 
that the State expects from indirect taxes. Most of the 
activities of the troverument can be para]3-sed if the 
consumers decide to make use of oulj’^ small quantities 
of a few commodities.^ 

Relation of Production and Exchange 

Men are able to devote themselves exclusively to one 
occupation because the product of that occupation can be 
exchanged for the products of other occupations. It 
follows therefore that production now-a-days is carried on 
primarily for the market and the process of production 
is not complete unless the commodity or service produced 
is placed into the hands of consumers through au elaborate 
process of Excbange. The division of labour, the localisa- 
tion of industries, large-scale production, and the use of 
machinery, etc., have been rendered possible due to the 
practice of exchange. Production besides being dependent 
on exchanges also affects the machinery of exchange. If 
there had been no division of labour, no localisation of 
industries, etc , the problem of exchange W'ould not have' 
arisen at all. Onij' when each man took up the practice 
of producing one article the need for exchange arose. 
Relation of Production and Distribution 

Production affects distribution very considerably. 
That alone can be distributed which has been produced. 
The quantity of goods and services to be distribvtted is 
absolutely dependent upon the amount of goods and 
services produced in a country within a certain time. 
More or less is distributed according to more or less 
production. Distribution in its turn also influences pro- 
duction. The rich consume those luxuries, whicl), if 
wealth were equally distributed, would either be not 
produced at all or, at any rate, not to tbe same extent. 
Distribution affects also the productive capacity of a 
nation. If there i.s more equal distribution of wealth th'e 
efficiency of workers would increase because of their 
increased .standard of comfort and this increased effici- 
ency of the workers will enable them to produce more 
wealth. On tbe contrary, il the distribution of share iu 
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tho total tvealtli J*? not eqoitabloto any class of producers, 
It may lead to adverse cilects on the productive capacity 
of a country 

'' Relation of Production and Public Finance 

No accuraiilatiou of capital and hence no produotion 
of wealth is possible in a country iti the absence of secur- 
ity of life and property. And this socuntj of life and 
propcitj 13 proiided to the people by the Government of 
that place Production of wealtli H further dependent to 
a great extent upon tlie proper development of the means 
ot transportation and oommuiiication It is the Govern- 
ment which provides and lool s after the country's moans 
of communication and transport Production also depends 
upon the fiscal and other policies of the State Jjylevying 
taxes on raw materials and neocssancs of life, and by 
granting protection to the home industries Governmentoau 
help considerably in the ptoducUon of wealth in a country 
Production, honever, also affects the public financo 
'Iho inoutue of tlie Oovernmeot is de[)endent upon tho 
income of the people If the people of a country do not 
choose to produco more wealth, the Government of that 
country can never prosper If, on the other hand, people 
produce more wealth and are better off, the income of 
the Government will also increase and it will be in a 
better poaition to perform its functions efficiently 
Relation of Distribution and Public Finance 

In a oommuiiistio society where tho total produco of 
the community is, by the ogoncy of Government, distribu- 
ted to individuals according to considerations of need, 
without legard to their ability, tho part played by tho 
State m the matter of distribution is quite obvious Even 
in the existing ludividaohstie system of distribution 
where the rights of private property are recognized, the 
Government, however, loflnences the distribution of 
wealtli by guaranteeing minimum wages to workois at 
times, by recognizing llio rights and efforts of labouiers 
to raise wages by comhiiiations against the employers, 
ami by lorciug the employers to contribute towards 
sickness, acoideiit, and unemployment insurance schemes, 
etc, and tends to reduce the inequality of wealth 
of different classes through tho levy of a higher 
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rate of taxation on richer classes, articles of luxury and 
so on. On the settlement of the questions concerning 
the division of the social income depends the peace of 
society. Errors concerning the law ot distribution streng- 
then the hands of social agitators against the Government. 
If it were a gen.eral conviction that the national income 
is shared according to an unjust principle, no force could 
prevent an overturning of the existing form ot Govern- 
ment in a country. Thus the problems of distribution 
and public finance are very closely connected with each 
other. 

It must be quite evident now that the various 
branches of Economics cannot be divorced from one an- 
other, or discussed to any purpose in isolation. 

, Relation of Economics to other Sciences 

Eor the purpose in hand it is convenient to divide 
the sciences into two great groups, namely, the moral or 
mental sciences (such as Politics, Ethics, Psychology, 
X Economics, etc.) which have to do primarily with laws of 
mind, and the physical or natural sciences (such as 
Ph3'sics, Chemistry, Geology, Botanj', Astronom}*, etc.) 
which are primarily concerned with matter.* 

’^Jolin Stuart ilill, one of the earlier economists of the classical 
school, classified the Study of the Universe in the following Jiiaimcr 
illustrated by a diagram— 

Study of the Universe 


!*ltysical- or Natural Sciences Moral or Mental Sciences 


I f I ^ 

xeology Physics Chemistry Biology 


Tliose dealing with Those dealing with 

individuals, viz., groups of individuals 

Psychology or and their social 

Physiology relations, i.e. Sociology 


Ethics Jurisprudence Politics History Economics 


12 


AHRSr AtPROAChlO ECONOMICS 


Economics is closelj related to almost all the sciences — 
whether mental or physical — ol the world, but her 
relationship with the moral or mental sciences which 
deal primarily with man, is more intimate because 
It also has man as its subject matter Let iis see how 
Economies is related to some of these sciences of both 
kinds 

Economics and Sociology 

Sociology Is that science wliioli imparts the knowledge 
of the 001 stUution phenomena, and development of the 
whole society It is the bcieuce of the associated life of 
humanity The data of sociology consist of all social 
facts Xlierefore, it is also termed as the science of 
Society or Social Science Economics takes only one as 
pect ot human society and action, it being concerned with 
man solely as a being who desires to possess wealth, and 
so It is a part of sociology Economics treats of the laws 
of the produotion and distribution of wealth, not so far 
as they depend on all the phenomena of human nature, 
but only so fat as they depend on the pursuit of wealth 
Though tlie ntud} of Eoonoinios is conliiied only to one 
paiticular point of view, it has neces^anly to take 
accodtic of facts that belong to other divisions of social 
inq^uir} In solving the problems releting to the 
distribution of wealth men are nut entirel> concerned 
witli the question of gam simply Social surroun- 
dings, and other pecuniary motives also affect their 
decisions Ihe love of country, the love of power, the 
desire for personal esteem, public spirit, public opinion, 
s3mpatli3, feelings of ill will and duty, prevalent ideas 
as to what is just and fair are some of the forces that 
exert a great influence upon the distribution of wealth 
Wages are affected by combinations amongst the labour- 
ing classes also Tlie mobility of labour is affected by 
legislations of all kinds The causes of variations in the 
supply of labour depend on the social, intellectual, and 
moral circumstaiicee that determine men’s standard of 
living as well as on such conditions as the price of 
necessaries of life '1 lie motives for the production and 
accuinulatiaii of wealth vary again in diiferent instances 
Industries at times have been stimulated purely by relig- 
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ions motives. \^It is clear, therefore, that though in 
Economics the pursuit of wealth is the main force of 
which account is taken j'et the facts of economic life are 
influenced by the various aspects of social life such as 
political and social institutions. 

-^Economics and Ethics 

Ethics is a system of moral principles ; it is the science 
of the ideal human character. It tells us what a man 
ought to do according to moral principles. Economics 
studies the activities and behaviour of man in relation to 
wealth as a member of society and an economist business 
is to describe more “what is" rather than to prescribe 
“what ought to be.” Eut men’s economic activities are 
often determined partly by moral considerations. No 
problem relating to human conduct can be solved satis- 
factorily until its moral aspects has been considered. The 
statement that the distribution of wealth in a country 
should aim at realizing justice or should be so carried on 
as to give each individual engaged in industry and trade 
he just or fair remuneration for his services is as much 
in ethical proposition as an economic one. Blany econo- 
nists have given expression to the idea that the fair price 
if a productive service is that price which tenders possible 
he maintenance of the producers and their families in a 
tate of health and efficiency. The influence of ethics is 
juite apparent here. The question as to whether existing 
nstitutions, or laws, or customs, are right or wrong is 
udged partly by a moral standard. Again, questions like 
vhat constitutes a ‘just price,’ ‘is it right to sell a thing 
or more than it is worth,’ cannot be answered adequately 
vithout the help of ethics. It is clear, therefore, that 
ithics materially influences the science of Economics in 
ts practical discussions. So close is the relationship bet- 
veen the two sciences that Economics has been described 
IS “the handmaid of Ethics.” 
iconomics and Psychology 

.Psychology is the science of mind ; it investigates the 
aws of consciousness and deals with the working of the 
nind. Economics deals with man’s efforts to supply wants 
ind satisfy desires concerning his bread and butter. ‘Want, 
desire,’ ‘eflfort,’ ‘satisfaction,’ are each and all mental 
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phenomena and come, therefore, as imicli within the 
jurisdiction of p«3choiogj as of Economics The Law of 
J)nmiii>.jiing Dtilitj, the Law of bubbtitutioii, the Laws of 
Demand and biipplj etc, merely explain certain traits of 
the woikmg ol the human mind 'ihe wliole discussion of 
‘Value' depends nitimfttely upon coiisiderntions of 
psycliolog} The famous remark of Prof Foxwell that 
LconomiLs is 'anohored in psyohology” well points out 
how clo«el3 Economics IS related to psychology 
Economics and Politici 

Politics IS the science and an of government , it is the 
science which deals with the organization, regulation, and 
administration of a state, m both its internal and external 
affairs ‘Without a sovereign power a society is almost un- 
thinkable, since men’s aims and methods of doing business 
vary and often lead to conflicts There are frequent 
disputes and unfair praolices which are settled by the 
Go\ eminent The necessity of Government and its laws 
are imperative to control economie activities Jn recent 
times owing to the increased participation of the state in 
the various economic activities of the country, Economies 
and Politics have come into closer relationship and the 
Statesman aud the Economist have to depend on each 
other’s invcstigatious in order (o get nearer to the ideal. 
Peace aud security of hfo and property are indispensable 
for the production of wealth, and these are provided in 
every country by its Government There are many other 
wa3s in winch the States influence the field of economic 
activity 'llie production and sale of intoxicating drinks 
13 governed by law The terms of the documents regarding 
an exchange of goods, of securities and other titles to in- 
come or wealth, of credit instruments, etc, cannot be 
violated It is the Government which enforces these con- 
tracts Immoral traffic of all kinds is illegal, even if 
ngteed upon b3 both parties Workers cannot be engaged 
on conditions restricting their natural freedom Trade 
miiona are associations formed under the protection of the 
law Maii3 of ‘he problems such as the control of mono- 
polies, trusts, management of railways, public iinaiioe, laws 
regulating banks, factory legislation, etc , have both an 
economic as well as a political aspect Countless measures 
pre passed by Jegislaturos I9 yegulate competition Prp* 
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duction and distribution of wealth in a country are 
materially affected by the kind of Government of that 
place. It is clear, tlierefore, that Economics and Politics 
are almost ‘wedded’ to each other. 

Economics and Economic History 

Economics is olQsel5'^ related to history. Economic 
history is a systematic written account of economic events, 
and is usually connected with a philosophical explanation 
of their causes. It helps us to interpret the present with 
a knowledge of the past. Manj' of the present-da}’ eco- 
nomic problems have their roots in the past and are cen- 
turies old. The history of their origin and development 
greatly assists the economists in throwing light upon those 
questions after arriving at correct conclusions. It would 
be an impossibility to study the science of Economics if it 
is completely divorced from historial studies. 

"We shall gain a clearer insight into the principles 
regulating the distribution of wealth in a country, if we 
follow the process of development through which the sys- 
tem of distribution has passed. The problems of trade 
unionism can be better appreciated if we study the circum- 
stances utider which trade unions originated. The need 
and function of the Bank can be properly understood orily 
if we take account of its origin. The facts of the Quantity 
Theory of Money can be illustrated in the light of past 
events. The effects of machinery on wages, the recurrence 
of credit cycles, the evils of bad currency regulations, the 
working of progressive system of taxation, the economic 
effects of State interference of all kinds are some of the 
many instances showing the economists’ dependence on 
historical material. Why the taking of interest is justi- 
fied at the present time and why was it considered im- 
moral and vigorously condemned in the Middle Ages can 
again be understood well by having recourse to history. 

The function of history is not merely to illustrate and 
confirm the present facts and theories ; it also brings mis- 
takes to light. The Iron Law of Wages, the Wages Fund 
Theory, the Hicardian Theory of Rent, etc., are all conde- 
mned to-day by the economic history of wages, rent, etc. 
It shows the defects of the Malthusian Doctrine of Popu- 
lation and points out how the subsequetit course of events 
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have fftNified the fears visualised by Malthns The study 
of eooiiomio liistorj therefore, plays a very important part 
ni the 1 uihliiif: up of the science of economics Sir John 
bealey lia>. well said 

i‘ Economies without economic history has no roof, 
vCpoiioiiiic history without Economics has no fruit ” 
.Economics and Statistics 

btalistics is> the science of the collection ami classifica- 
tion of facts especially those facts whicli can be stated in 
numbers or m tables of numbers ihere is no branch of 
liumat knowledge where the marshaning of figures and 
observation of ma^s of fact-* is not necessarj But for 
determining the laws of Economics and, as a matter of 
fact, of all the social sciences, there being little room for 
experiment, statistical inquiry is tha only possible mode 
of investigation Iitaltbus based his theory of population 
upon elaborate statistical inquiries Eioardo’s assumption 
that best lands arc cultivated first wa<) based on statistical 
data The <itatemeiit that labour m modern times tends 
to move from me ill paid to the better paid localities is 
based on statistics The tendency of finnucial crises to occur 
at Qortein intervals was m the beginning disclosed by 
statistical observations The problems such as whether 
during the last so many years the value of gold has 
appreciated or depreciated, whether the position of 
the working clas«e«i todaj belter or worse as com 
•q^ared to the Itt&t thirty or fortj jears, whether trade 
is flourishing now or is depressed etc, are statistical 
iiitheirverj nature The economic condition of a country 
cannot be described adequately unless wo have the 
statistics of production, wages, prices, exports and imports, 
taxation national iDdobtediies«, etc Statistics, therefore, 
IS of immense service to the economist 
Economics and Physical Sciences 

Physical sciences relate to natural or raafenal things 
Economics uses many of the laws of nature os its own 
premises The definitions of ‘Produotitm and ‘Consurap 
tion’ ill Economics, —namelj, that bj Production is meant 
oulj the creation of economic utilities and not of matter, 
aud Consumption means the destruction or ulilizatiop of 
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utility alone that is present in the matter and not the 
destruction of matter. itself — are based upon the important 
truths of chemistry about matter, namely, that matter is 
irreproducible and indestructible. The important law of 
Diminishing Returns has been borrowed from the science 
of Agricultural Chemistry, iilan's economic efficiency is 
affected by physical conditions as well and economists in 
treating the problem of economic efficiency of the people 
take note of this fact, ft is fiom the Science of Astronomy 
and Astrology again that .Jevons derived his famous “Sun- 
spot Theory of Crisis.” It is clear, therefore, that Eco- 
nomics borrow a numbers of its data from the physical 
sciences. 

It should be noted clearly that the economist is not 
concerned with the establishment of the ultimate principles 
of the various sciences — moral or physical — mentioned 
above. He does not investigate into the nature of the laws 
of sciences other than his own. Though the laws of eco- 
nomics rest upon a number of laws of dther sciences, he 
accepts these principles merely as his data and does not 
establish them as his conclusions. 

The Nature of Economic Laws 

' The terra “law” is used in various senses. In its 
legal sense it is understood as an ordinance of govern- 
ment. Law, in this sense, is a rule of conduct or action 
which is prescribed „by the governing authority and is 
enforced by a sanction. Such laws enacted by the State 
are called statutory laws and suitable punishments are 
prescribed in cases of default or disobedience. Like 
statutory laws, there are customary, moral or religious 
laws which enjoin people to do, or not to do, certain 
actions. Such laws differ considerably from scientific 
laws. 

In its scientific sense law means a statement of re- 
lation between cause and effect. In this sense it is a 
statement of the relation of phenomena which is invari- 
able under the giverr conditions. Economics being a' 
science, the term “law” in its discussions is naturally 
used in the latter sense.- Economic laws, therefore, are 
simply statements of relations between cause and effect 
of economic phenomena. 

2 
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All tbo laws of the different stjcnces are, Iio;\cver, 
not similar m nature Laws of th e ] h} tunal^nr T\ptnr!^ 
sciences are universally tr ue . ami must alwaj-* happen 
wifliout any exceptions^ qf >ariattoiis Tlio fatuous 
formula ITgO of Chemistry, for instance is of universal 
applicabihtj Whenever and nhero\ei untler certain 
conditions of temperature, pressure eio one atom of 
oxypeii 18 placed in eontaet with two if li3dro"eii, it 
canuot help maUiiif; water SiiiuIhiIi wlienever an 
atom of sodium is mixed with an atom of chlorine, 
sodium chloride (common salt) is inoiitably formed llie 
law of Gravitation in phjsics states how bodies attract 
one another, of which the fall of a bocl^ to the ground 
IS an example The apple cannot lefute the law of 
Gravitation b} refusing to fall to the earth 

Economic Jaws, on the other hand do not possess 
uni^rsal valnlity They are true orilj withm a Jimiled 
sphere The law of DimiiitsKing Utility winch declares 
that the increasing supplies of an object of consitmptioti 
becomes le s attractive to a consumer is not rigid in its 
application and has no mathematical boundaries *'It is 
certainly not an easy matter to tell huw man) horses 
would satisf) a sportsmon, or how niiuij dres«es would 
lead a Insbionable woman to cr) ‘Enough’ ' or the 
number of rubies desired by an Indian rajah, or how 
much niJiiey would completely saiisf> the wants of a 
civilized man Tho law of DimiVnshing Heturns wlnth 
declares that the additional do«es of capital aud labour 
applied to the cultivation of land produces less than 
proportionate returns is not invariably true Its 
operation is often letarded by a chfuigo tu the skill of 
the cultivator, a change in the art of cultivation or by 
the insufficiency of the earlier doses of capital and labour 
The law of population which slates that tho population 
increases in geometrical progression is counteracted by 
preventive and positive checl a The Ricardian law of 
Rent does not apply ouiversaliy lu the form in which 
it is stated Even the most universal laws of demand 
and supply may be offset by coanteractiug forces A 
rise in the price of an article need not necessarily result 
in a lessoning of the demand for it if, for instance, the 
rise }Q price ht^s been accompanied by the di^cover^ 
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of new uses of the commodity. If at two different shops 
ill tlie same iieiglibonrhood an article of a particular 
kind sells at ditfereiit prices, naturallj' people will 
purchase the commodity in question-from the cheaper of 
the two shopkeepers. Form this it*is not unnatural to 
liazard a law that people try to purchase things from 
the cheapest seller, Jkit even such an obvious law need 
not neGessaril3’’ be of universal , applicability. Some 
people might choose to buy dear to attain social distinc- 
tion, or to discourage sweating, or due to anj^ other 
extraneous reason. When man melts gold coins to 
obtain bullion ho melts tlte full-weight coins and not 
the coins having light-weight. Economic laws, hence, 
are not immutable laws like the laws of the physical 
sciences. The laws of the natural sciences are exact and 
of universal application because they deal with things 
which have no volition. They deal with things which 
cannot help taking place and have no choice of their own 
to exercise. The laws of Economics are inexact because 
of the very nature of its subject-matter which deals with 
living and free men who possess volition and who often 
have their individual whims and caprices. In Economics 
the conditions are dependent on the variations of liuman 
feelings, passion, sentiment, and taste. The great 
complexity and variety of circumstances which surround 
every economic problem are such as to render the 
enunciation of 'exact and general laws impos.sible. Prof. 
Marshall aptl}’- remarks that “the actions of men are so 
various and uncertain, that the best statement of tenden- 
cies that we can make in a science of human conduct, 
must needs be inexact and faultj^.” 

It is clear, therefore, that the laws of Economics are 
not, and cannot be, as exact as the laws of the physical 
sciences and for that reason many economists now perfer 
to call economic laws, merely' as statements of'tendencies, 
and not laws, because they are understood to mean exact . 
and absolute statements. The term “law” in Economics 
therefore means in the words of Marshall “nothing more 
than a general proposition or statements of tendeneie.s, 
more or less certain more or less definite.” Economic 
laws are thus expressions of tendencies merely, and not 
exact statements of cause and efiect. When an ecpnomie 
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proposition IS laid down it is not alleged that neri/ wan 
viHst behave in a certain waj 1 coiioinic laws do not 
Ba> ‘all men do tins,’ but only most ircji would do so 
Methods of Economist 

Iho procedure of discovering tlio fnels or laws of a 
subject goes hj the name of ‘Method 1 he methods of 
iCconoinics, therefore, are the wajs employed for inresti 
gating and fiinling out economic laws Our task here 
19 to fuid out those processes which are speoiall^ followed 
and are most suited for the investigntton of the truths 
of economic science 

There are two logical methods— the deductive and 
tho inductive — which are generally employed for dis- 
covering the truths of different sciences Dediiotiou is 
that form of reasoning where sotno axiom or proposition 
IS taken for granted and conclusions are drawn from 
this general promise Tho conclnsion can, therefore, 
never bo more general than tho accepted proposition 
itsolf Iho oouolusioo, as a matter of fact, is always 
ooutained in tho major or accepted premise lo illus* 
trato-‘AU men aro mortal,’ ‘Karajan is a man,' therefore, 
‘Narajau is mortal ’ Ihis form of roasoning isdenuolive, 
where t\e pass frnm-^ t )ip g eneral, tQ_tU6-t>articolar J,n 
dedncj ipn as the iiatno signifies, jra.ilcducejiBW con 
clusioii fl f r om fuiidamentnf o'smnjHions 

Under tho inductive form of roasoning general pro- 
positions are not ta! en for granted but are formulated 
on tho stroiigtii of the examination and comparison of 
manj nuliiidiial uistaiioes Under mdiiotive method the 
points of snnilnritj discovered in tho various icstaiicos 
under examiuatiou are put forward in the form of a 
general statement or Jaw Later these conolusions are 
further tested witli loferonco to more facts 'When a 
namber oT corl s are thrown lu water and when we find 
that each one of them floats on it wo are naturallj 
ftforp’iW I'lT /oita' A gvfwwpJ JAwJ U.'.' 

corks float on water ’ This method of arriving at a 
truth IS inductive Uiilil o the deduct i ve method he ro we 
reason from the gen^i! to tho parlmuTtfr ** 

— Ha^i^notod tlie various methods that are emplojed 
for arriving at {rpths of different sciences, it now ren^ajps 
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for us to investigate whether the method of Economics 
is deductive or inductive, There is no concensus of 
opinion on this apparently simple question, A consider- 
able difference of opinion exists as to the method fay 
which the subject of Economics should be investigated. 
Some economists are of the opinion that Economics is 
primarily an abstract science and that its method is 
essentially deductive. They trj^ to base the whole 
science of Economics on some fundamental assumptions 
which they have taken for gi'anted as being part and 
parcel of human nature. O ne of the more impoil ant 
assumptions of this school ii that all persons engaged 
iii fausiiiesi ^ will, i n selling goods or services, tr y td~^ t 
"as much w^l th as they can m return tor tile goods -o r 
services' they^bffer. The^'crTti'cs of this^ethod point out 
thirrtEis 'assumption is not necessarily true and that men 
are often induced to render services of diverse kinds by 
family affection, friendship, compassion, patriotism, and 
by many other motives. p.Theti there is the assumption 
of the deductionists that a man prefers a larger price to 
a smaller for his labour. -fl But for the love of reputation, 
disagreeableness of the better-paid job, future prospects, 
opportunities for supplementary earnings, etc., a man 
often prefers to have a smaller remuneration to a larger 
one. liThe assumption that man desires not only to 
obtain as much wealth as possible but he wants to get 
it by the least possible amount of labour is equallj’^ open 
to objection. Many persons work assiduously, however, 
unmindful of the rewards they are expected to receive 
simply because they derive a sense of happiness out of 
their work. The method of deduction in Economics, 
therefore, consists of taking a few premises about man 
as indisputable, and on the basis of these propositions 
the science is constructed. And as the data chosen do 
not necessarily agree with facts, the conclusions arrived 
at with the help of such data are bound to be defective. 

The deductive method, which argues from general 
principles to particular cases, being dogmatic,^ dangerous^ 
and unsuitable for economic inquiries, the writers of the 
second school of thought, namelj^, the inductionists, point 
(p out thatj-it is incumbent upon economists to return to 
reality in order to formulate their principles and theories. 
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The^B -writers claim great merit for ilie inductive raetlioil 
because here everything is based upon hatd facts and 
point out that it is the only soitahle methed for economic 
science (Ihe iiiductiTe method is also hnovn a-* the 
historical method on account of its special insisteiice on 
the importance of historical miteiial m budding up the 
science of Economics) lu the field of Economics this 
iijf thod con'si'tts in the observation of social fads as thej 
are revealed to us, and on the Insis of tho'se observed 
facts general propoeiLions are formed The law ot Dimi- 
m-hing Returns, loi in«>tance, is the outcome of the in- 
ducts, e mellipd The ooinpariauii uf production on a large 
and on a small •«c'tlo is based on iiiductum It 1*% through iii- 
daction that we know about the causes that enconiage 
accunmiaiioii of capital m a cooiitiy ilallhus formulated 
hta theory of population by pursuing the inductive method 
of inquiry Now the ifeducdoiiist*. in their turn, point 
out that It IS delusion to suppose that liie inductive 
triethod can ever be serviceable m tliesooiul fideiicea for 
various reasoLs Firstly, in the social '•ciences the ob&ei> 
VHtioii of facts IS very dilJicult Secondly, social fac*s 
are huiit]o!i<lv diversiheil nod »io usuhII) very complex 
And lastly, there is the imineDSo dilficultj , if not im 
possibihtj, of carrjing on experiments in social science'', 
because u is very difficult to observe the etfeot of any 
single cause coming into operation in the midst of au 
unchanging environment The economi&t'i cannot easily 
experiment with human beings liie deductionists point 
out, therefdie, that whatever may be the BUiinbihty of 
induction m other Boience«, it is m no uay suited to 
investigating economic laws If pure deductioa is made* 
quate, pure induction oI«o is equally inadequate 

The difficulty of formulating any general principle 
by the first or the second method clone Jed to that com- 
binattou of induction and deduction nlnoh holds the field 
in economic discussions jo recen* }ears Jhe position 
raien crp by mcroVfW eggfrcmfsfa- ut the oi aissvJo' 
nation and in an attitude of compromise According to 
the‘»e economists the solatioii ol Iho contest about method 
does nut lie in tlio selection ot deduction oi iiidiiotion, but 
m the aeceplanco of dedmiion iind induction lu the 
words of au emiuent eoouomi t, ‘'induction and deduction 
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are both needed for scientific thought as the right and 
left foot are both needed for walking.” “We have, there- 
fore, to approach the various problems of Economics 
with both the methods. Which method is most to be 
used depends on the nature of the particular problems 
we are investigating. In treating of the production of 
wealth, for example, the inductive method is pre-eminent- 
ly employed. In the discussion of the theories of distri- 
bution and exchange, on the other hand, the method 
^hat is primarily made use of is deduction. 

/u sefulness of the study of Economics 

When a man sets upon any course of inquiiy, the ob- 
ject of his investigation may be either theoretical or prac- 
tical — either the inquiry is conducted for the attainment 
ot pure knowledge or for the sake of good things to which 
that knowledge leads. Economics is no exception to this 
general rule and likewise has a two-fold aspect — the 
theoretical or the light-bearing and the practical or the 
fruit-bearing. The studj^ of Economics has now come to 
be regarded very important and useful for a clear under- 
standing of the commercial and industrial problems of 
yfhe society. 


Theoretical importance of Economics 

Those who study Economics benefit considerably by a 
breadth of outlook and a wider conception of man and of 
matter . Economics teaches us a l arge number of truths 
about man in relation to wea lth. It is through the study 
of Economics that we know of the laws and causes tha t 
g overn t.hp pnngnmptinii, productimi, distribi ition- and 
exchangeofwealth. The organization of industry and' 
trade, conditions of the money-market, characteristics of 
the foreign trade, factors that determine the efficiency ofj 
labour, causes affecting density of population, the 
problem of the determination of price, etc., are some ofj 
the innumerable things that we learn as a result of econo-„ 
mic study. It tells a business man, an industrialist or a 
labourer what place he occupies in the economic structure 
of the country and how he is working very intimately for 
a common end without being aware of it. Economics, 
therefore, i s worth studjung for its own sake as a menta l 
exercise. "But few people are satisfied with a science 
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which merely provides interesting mciitnl pjinnastios and 
serves no material purpose *ihe tencIniiRs of Fconoiuirs 
are of great practical use both to rhe iiHlividiml and to 
.the society 

Practical importance of Economic* 

Prom the studj of Economics a stndont can uuderslaiid 
his I lace and function in the co operative task of wealth 
production and it enables him ‘ to estimate his couinbu 
tion to the industrial struotiiro, and thereby to deal more 
nitelligenti} with tho daily problems witii whioii ho is 
confronted and also to appreciate more deeply tho iiiativ 
difficulties uiiicti da} by day arise within Ins own nidustt^ 
within the boundaries of his oun oountr>, and ni the 
woild at large ’ A consumer will loiui to obtain maxi* 
mum satiafacliou out of a~givon income ami thus nioreaso 
hts efficieiicj business man ca n bonefit much h} tho 
teHohnigs ol Evoiiouiics inasmueii as he tan effect econo 
lutes by (he n(ipImatioM of (he hiw of •‘iibsHtutiait, ett 
<0 his bu*>incss o a laboure r, it is rc|iia)lj useful I r canso 
it lielps hitu to appreciate the view point of (he tHpitalist 
as well as to safeguard his own interosis from being 
•exploited a stRiesman or a < ociftl reforme r, the stud} 
of Economics is ot great help in deciding to I nng about 
such measures whicli promote the economic prospentj of 
the country or in tackling social customs whicli help or 
hiudoi the economic progress of (ho oommunit} 

Economics deals with some of the most important sub 
jeota which concern society and its importance is being 
increasingly recognized under a socuhstio typo of Govern- 
ment t^J t has greatly ftgec te<l the legislation of eve ry 
civiliz ed conul ry Indeed, tiic maui use of Eotnomics is 
to assist IQ the betterment of hiimaa life How an increase 
'i n^Hie iiT^bme ot tlie poorer otasses^an be brought about 
and the evds of poverty reiaoveitn/ hoa employment to th e 
educated classes can bo provided and the spectre of mi 
empJo^eiit lessened or mitigated th ft t-urd**"*’ ^ 

taxation should be distributed among ttie dilferoiit cla sses 
of sooTeU witliout atleoting their pioductive capacities , 

^ow the problem oi acme" iiidOUeduess among tlieagri 

oulturists can be tacRied ^-Tiow iiie evils ot t ragmen tatlon 

and scatteredness ot lioldiiigs can be avoided . .^ow the 
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'Accumulation or su ppl^y of capital can be ipcrea sed ; how 
Capital and labour can he made efficient in the ioiiit t ask 
oT 'wealth-prodii c tiou ; ancTtiow better distribution of %^alth 
cao be obtained, are some ot tPe many problems that the 
economist trieTlo solve. ^ ^ ' ~~ 

^ The various Factory Legislations, Mining Acts, Trade 
Union Acts, Trade and Industrial Disputes Acts, Work- 
men's Compensation Acts, Payment of Wages Acts, 
, Unemployment Insurance Schemes, Maternity Benefit 
Schemes, Co-operative Societies Acts, Debt Acts, 
Tenancy Legislations, Rural Uplift Schemes, etc. — 
both in India and outside — are some of the numerous 
practical achievements b3' the study of Economics. Prof. 
Marshall has well remarked that “Economics has then as 
Tts purpose firstly to acquire knowledge for its own sake, 
and seeondl}' to throw light on practical issues.'" 

India is passing through^ transitional stage with all 
its social and economic structure being in the stage of a 
new formation since the advent of western ideas. A 
studj'’ o f Economics in India will b e found very instru c- 
tive and useful in understanding tlie principal econom ic 
anU socio-ecoiiomio problems faced by the country at th e 
p resent time, and a study of tacts and~problems of India n 
economic life will reveal to what extent poverty is deep- 
rooted and unemployment in the middle classes is ra mpan t 
ill the country ; "under what backward and unfavourable 
oohMillons the premie r industry ot Jndia, vi zT, agricultu re, 
which maintains aEouii three-four fhs~~of her population , 
is~baiT'ied~OiT~by the starving cultivator s ; bow- tlieUmss ez- 
faire policj' mgorously {TuTFUed By tile Indian Gove rn- 
ifTg nTtrirri'Fverv lately has liampered the industrial de velop- 
ment and led to the progressive rnralisation of the country 
and the true economic interests were neglecte d ; and how 
the~maleflal "developmehTarid steadjW progress of agricul- 
tural and manufacturing industries of the country can 
be achieved. 











CHAPTER II 

GOODS AND WEALTH 

We liave noted before that Ecoiiomtcs is tliat social 
science wliit-h deals with man’s actipities m rolalionship 
to wealth It lemains for us, therefore, to tell what 
wealth IS Hefore explaining the term, ‘wealth,’ let us, 
iiowever, take another term, ‘goods,’ the meaning and 
cl issifioatioti of which should be olearly understood before 
determining a definitio)) of wealth 
Good. X- 13T30 

The term ‘goods’ denotes any object of human desire 
All those tilings that <>nlisfy human wants are called goods 
All, sunshine, water, food, clothes, «heliei books, cigarettes, 
wine, lovo of parents and friends— each of these is ‘goods’ 
because it tonds to the satisfaction of human want The 
chief feature of goocK is that they satisfy our wants, that 
they are de'-iiable, sgieeable, useful, thai, in brief, they 
possesss what the economist terms ‘utility.’ The utility 
of a commodity is simply its capacity of fulBIling a want 
or of satisfying a desire 

Goods inaj bo classified m more than one way when 
viewed from different standpoints They ma}' be 
classified as 

(I) Fiee Goods and Economic Goods .—Those goods 
whose capacity to yield utilities u not due to human effort 
are ‘free good«.’ Free goods are not man’s products , 
they are not the results of human effort or sacrifice 
For example, permanent properties of the soil, inherited 
personal aptitude^!, trees in forests, the fish of the sea, air, 
sunshine, water, climate, etc , are all free goods because 
they have been freely hauded over by nature to the 
people without any effort ou tlieir part Free goods are 
also called ‘gialnitous goods’ or ‘natural goods' On the 
other liaiul, all tho>.6 desirable things which are the 
lesulis of human effoit are ‘economic goods ’ 
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Economic goods include all those things that have 
required efiPort or labour to produce. Thus buildings, 
books, furniture, trees planted by man, wheat, rice, etc.,' 
are all economic goods because their capacity to yield 
utilities is due to liuman effort. Water also, for instance, 
becomes an economic goods after it is conveyed by pipes 
from reservoir for the use of inhabitants in a town 
because its conveyance has required human enort. 

^ (2) Material Gooch o.nd Immaterial or A''on- Material or 
Personal Goods : — In the words of Prof. Marshall, “Material 
goods consist of useful material things, and of all rights 
to hold, or use, or derive benefits from material tlungs, 
or to receive them at a future time.” Land, water, air, 
climate, mining, fishing, manufactured articles, agricultural 
products, machinery, implements, buildings, mortgages, 
shares in companies, patent-rights, copyrights etc., are 
all included under the head of material goods. Immaterial 
goods are of two kinds : (i) Internal : Internal immaterial 
goods consist of man’s own qualities and faculties for 
action and enjoyment. For instance, matj’s business 
ability, professional skill, and the capacity of enjoying 
music and reading are internal immaterial goods inas- 
much as these lie wdthin the man himself. And (ii) 
Extei’nal ; External immaterial goods consist of man’s 
relations, beneficial to him, with other people. A suitable 
example under this head is that of a good-will of a 
business. 



(3) Internal Goods and External Goods :■ — .In infernal 
goods is that desirable thing which a man finds within 
himself and which cannot be separated from him. The 
capacity of an advocate, the artistic taste of an artist, 
the skill of the carpenter, the voice of a musician are all 
internal goods inas much as the said capacity, taste, skill, 
and voice cannot be separated from the possessors of 
these gifts. External goods consist of all those desirable 
things that the outer world offers for tlie satisfaction 
of man’s wants. They do not form part and parcel of 
man’s self. Bread, sunlight, climate, good-will of a 
business, furniture, etc., belong to the class of external 
goods. 

(4) Trans ferahle Goods and Eon- Transferable Goods : — 
Transferable goods are those desirable things which can 
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be bought and sold If A la in a position to choose 
whether he shall conter a benefit on X or on Y, such a 
goods may be called transferable A transferable thing 
need not always be a transportable thing , it is simply a 
thing iiiheientli capable of being bought and sold 
Books, pencils, lainl, agricultural products, bmldings, 
good-wiU of a business, etc , are all transferable goods 
because they are capable of being bought and sold. 
Non-transferable goods are those usetui things which are 
incapable of being bought and sold Non-transferable 
goods are either {aj material, e g , opportunities of using 
public piopertj or natnral gitts such as the advantages 
of olunato, uir, sunlight, etc , or, (6) personal such as a 
person s qualities aud faouliies for action and enjoyment 
The ilexteriLj of a violinist or carpenter or painter, etc , 
are some of the examples of personal non-transferable 
goods 

(6) f'onsumpiion Goods (in</ Pfoduction Goods — Tliose 
desuable timigs'wliioii satisfy human wants directly are 
called ocnsumptioa goods hood, clothes, houses to Itvo 
in, etc , are ooiisumptioii goods because they are used for 
the direct satisfaction of huraan wants Consumption 
goods are also called ‘goods of the first order’ Pro* 
dnotion goods are those desirable thmgs which satisfy 
human wani^ indirectly by contributing towards the 
pioductioii of consumption goods JRaw materials, ploughs, 
looms, machinery, etc , are all production goods because 
they assist in the satisfaction of human wants only 
indirectly Pioductioii goods are also called 'goods of 
the second order,’ or ‘inskrumfenlai’ or ‘intermediate’ or 
‘auxiliary goods ’ (There is no sharply demarcated lines 
between consumption aud production goods The same 
thing can be a consumption goods from one point of 
view and a production goods from another point of view. 
Suppose an emplojei has a stock of clothes and food 
for his labouiers , the cloihesand food will be consumption 
goocfs for the fabourers but they m!i be production goods- 
liom tiiB employer’s point of view) 

In order to make the above divisions of goods much 
clearer to the students, a diagram is given below — 
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GOODS 


Eve© Goods Economic Goods 

(Water, sniisliine, air. (books, buildings, 

fertilit. 3 ? of soil, etc.) cloth, wheat, etc.) 


Material Immaterial or 

j Non-material or Personal 


Transferable Non-transferable 
(houses,ornaments, (sunlight, air, 
copyrights, etc.) climate, etc.) 


Internal 

i 

Non-transferable 
(good character, 
business ability or 
professional skill) 


External 


I 

Transferable 

(good-will) 


Wealth 


Non-transferable 
(business connection 
attaches to a person 
which cannot 
be sold) 


This is one of those terms in Economics about 
which there is a considerable difference of opinion and 
hence the term ‘ wealth' has been defined in a variety of 
ways. According to some, anything which satisfies 
human want is regarded as wealth. (In this sense wealth 
and goods are the same). Some confine the term to 
those things which satisfy human wants and are limited 
in quantity, others understand by the term those things 
that are produced by man’s labour, and yet others say 
that transferability is an essential attribute of ^ wealth. 
W^e are, however, inclined to adopt the definition of 
wealth as given by Marshall as that seems to be the best 
and the most reasonable one. Wealth in this sense, 
includes two classes of goods: (1) all material goods, and 
(2) ail external immaterial goods. Wealth, therefore. 
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conssists of nil material p'oods plus all external immaterial 
good-^ In other words, all goods other than niternal 
iinm uerial gaocis «ie lucladed iii wealth Or to be briefer 
Rtil), all goo Is except lotertia) goods are inch] led ]q 
wealth Riters, monutaiDs, ocean, good ohmate roads, 
museums, loQil, clothes, houses, etc, ire all wealth beca- 
use the} lire not int« rnal goods llie skill of the painter, 
the \Qice of the inusioiao, business connection 
attaclied to a particular person, the capacitj of an actor, 
etc, «ro not rfonlth becume the^ Are internal goods 
Jntorijn] goods have not been iiioludod jii wealth because 
it IS considered desirable not to confound man, on the 
one iide and the wealth to which his activities have 
reference, on the other side 

Individual’s Wealth 

A» Individual’s wcfllth consists of 

'1) All tho material goods possessed and owned by 
the individual to which he has private rights of property, 
og,land, houses, ornaincnts, clothes, shares in public 
companies etc (If the individual has anj debts to pay 
tliej must be deducteil from his total possessions before 
hib'wealtli can be assessed) , 

(2) All his cstenial immaterial good', e g , tiie good* 
will of Ills business aud tho organization of hta business, 
aud 

(3) An individunl s share of the oominoii wealih, le, 
those inaterifll goods which he shaies in common with 
his 1 oighbours, eg th© benefits which an nulividnal 
derives fiom living m a ceitaiii place, civil and railitarj 
secunty, the right and opportunity to make use of public 
property and inslruotioiis of all kinds, right to justice, 
right to education, etc 

National Wealth 

National wealth consists of 

(1) Tho sum of the wealth of all individuals who are 
membeis of the uattou (Debts from one member of tho 
uatioii to another member are to be omitted) 

(2) Public material property of all kinds which belong 
to the nation, but not to auy puo individual, e g , parks, 
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canals, railwaj’s, docks and hai hours, public buildings, 
public libraries, roads, etc. 

(3) Ail free goods owned bj? the nation, e.g., rivers, 
mountains, climat,e, natural resources, natural harbours, 
etc., and 


(4) Non-material elements of national wealth, e.g., the 
organization of a free and well-ordered state. 

(The terms ‘social wealth,’ ‘collective wealth,’ ‘commu- 
nal wealth’ and, ‘common wealth’ are also used at times 
to indicate what we have just described as national 




.wealth). 


Cosmopolitan or International Wealth 

Cosmopolitan wealth is the wealth 


human race. 
It consists of 


It is the 


IS 

wealth of 


of the whole 
the world as a whole. 


(1) The wealth of all the nations. (Debts due from 
one nation to another nation must be omitted), and 

(2) Those goods which belong to the world as a 
whole, e.g., ocean, scientific knowledge, mechanical 
inventions, etc. 



CHAPTER HI 

THE DEVEL0P3IENI' OE ECONOMIC LIFE 

To have a clear iiisiglit into our present economic 
sjstem U IS necessary to enter into a consideration of the 
•various eoonomio stages through which soeietj has pro- 
gressed in arriving at its present development In consi- 
dering tliese stages no note is tahen of the pre-historio 
age beoiuse facts, worthy of consideration, are not avail- 
nble for that perioJ Only regalar stages in economic 
ovolotiou are, tiierefore, treated The stages of the history 
of man’s efforts to get a Jiving have been variously 
olaesified These elassiCealions of the course of man’s 
ecotiomio development are usual)} based upon (!) his 
means of procuring goods , (i) his ways of exchanging 
goods , (d) from the standpoint of the wage-earning 
labour , aa<l (4) from the point of view of the develop- 
ment of the economic unit For onr purpose we have 
adopted the first basis of classification, namely, the one 
which is based oti the moreasing power of man overnature 
because that is the most general!} accepted basis of 
classification of the development of the economic life of 
moil btarting thus, the course of inau’s economic deve- 
lopment has been divided into five stages as follows — 
The Hunting and the Fishing Stage 
•^The pjiniiiive roan had few and simple uaiils to 
satisf} Up did not L»ow to make or produce things aiid^ 
contented himself with whatever was available at hand 
(He bt’ed mainly by hunting and fishing and by acquini^ 
iho fruits which grew wild about him, and employeiPthe 
skins of animals aud barks of trees for clothing and a 
c&xv or oUfsler ol tre^ *9 hta sii^)t&r J Whe/i s. man’s 
<(nly source of luiiigistbe products of the chase, and 
when game is not available he willyntliy has to resort 
to cantubahsm in order to satisf} his niosc pressing and 
{usisteut want of food War becaipe au ^coiiomio nepes- 
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sity whenever food was not available and the enemies 
taken in war were used for eating purposes. The practice 
of cannibalism was necessitated because of the economic 
conditions' of the time fHe had plenty to eat atone time 
and had to face starvation at another because meat and 
fish could not be stored for a long time. He shduld not, 
therefore, make a provision for the future. He bad no 
fixed abode because he had constantly to move about in 
search of food. This being his condition of life, the 
population then was bound to be sparse^ 

y^here was no idea of ownership of land because it 
was not useful in those days. Private property was con- 
fined only to arms of war, such as the spear, the bow 
and arrow, and some stone implements wTIich were used 
for killing the prey-animal. ^People lived in isolated 
families, and, hen-cej'^he question of exchange of goods, 
division of labour, trade etc., did not arise."] 

The Pastoral or Nomadic Stage 

In this period man evinces a little higher type of 
culture than was possible in the preceding stage. The 
food supply of the people of the first stage being very 
.^insecure because of their utter dependence on nature for 
it, they attempted to domesticate and breed animals in 
order to insure a more continuous supply of food even 
when game was not available. 'Animals could also be 
used for clothing and transport purposes. '<l’\V’hen hunt- 
ing tribes do not depend for food solely upon the killing 
of animals and take up to the art of taming and breed- 
ing them, we have what is known as the pastoral stage.”'" 

I^Ian still does not know how to raise grass and other 
materials for his flock. On account of this he has 
constantly to move about from place to place in search 
of new pastures when old ones are eaten up. ) Fixed and 
settled abodes were, therefore, impossible. Conflicts 
still took place frequently when different families and 
tribes came in the way of each other in the attempt at 
temporary monopolization of pasture land. The victims 
of war were not used for eating .purposes as before, but 
instead were employed as slaves, for tending and looking 
after the flock^o^f^he ^Ictor. Thus the practice of can- 
nibalism gives wa^ tC’tli# institution of slavery. 

3 
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. In the modem sense of the terra even m tins period 
there was no ownership of land Tribes did iay claim to 
certain areas and tried to keep others from pasturing 
there bat this was done only for a tim€ As soon as the 
existing feeding^gronndawere exhausted, they relinquish-* 
ed them for new ones ( Private ■fkropeity now consisted 
of not only some u<felul weapons but of flocks end s laves 
as well ^VitlT tire owing of some privafe property ifc 
was inevitable for the distiootion between the rich and 
the poor to crop up, end that distinctiou did arise in this 
period Ike property after the deatli of the headman 
of the family generally passed ou to other members of 
the household, and this gives ns a glimpse in the beginnig 
of the idea of inheritance As each fartfily was still self-* 
sufficient there was little exchange or commerce ) 

The Agricultural Stage 

This stage evolved somewhere near the tenth and 
eleventh centuries The subsequent stages in the pro' 
gress of time have not whollj displaced ibis stage but 
have only modified it The characteristic features of 
this stage ere present even tti the existing inclusCnal 
%tag6 all the world over and in India about seventy one 
per cent of the people are still directly dependent upon 
agriculture In the attempt to get a eontinnons and 
certain supply*of food both for himself and his animals 
iiTau in this stage pick** np the knowledge of cultivation 
and acqniies contiol ovir the forces of nature Agn* 
culture wai added to the already existing sources of 
livelihood 

^yhe^ man took to tnllivation, the wandering life 
had to be given up and fixed abodes developed A 
corporate life in the form of villages, elo , was tlie 
inevitable result of man's taking to permanent abodes 
As a result of people s hviug m close association the 
jilea ot ‘neighbour' and ‘stranger'*^ came to the front 
Popu?af/ojr~Tfe^« ta laerease fast ns it heesme tio^ 
possible to feed more moutha 

"With the adoption of agriculture tlie development of 
the idea of the^priva^ownersl^ of land was inevitable 
and people began to prize land The institution of 
slavery was further strengthened because labourers wore 
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required in large numbers to help ,in_ _the tilling of the 
soHi 'With' the incre’ase in the wealth of the people, the 
tendency to trade and commerce also increased. 

The Handicraft Stage 

Man contented himself so far with what nature gave 
him or what he could raise from the earth. As man 
became more civilized and his knowledge about natural 
resources increased, he began the work of making and 
manufacturing things. Man makes things either directly 
by the hands assisted" by ordinary tools or indirectly with 
the help of machinery. In this stage man manufactured 
things directly by his hands. The word ‘manufacture’ 
itself meant in those days making things by hand. 
Handicraft means a trade requiring skill of hand and 
because in this period hand was chiefly used for the 
making of things the stage goes by the name of the 
handicraft stage. This stage lasted, roughly speaking, 
from the latter part of the Middle Ages to the era of 
machine production. Though man took up the work of 
making things, agriculture still continued as the most 
important single industry of the peopleeven in this stage. 

Labour and capital become distinct and important 
factors of production hereafter. Man began the work of 
wearing fabrics, making diverse kinds of metal, wooden 
and earthen articles, and transforming other raw materials. 
Specialization and division of labour came in with the 
coming in of manufactures. Difierent persons adopted 
different occupations such as the work of blacksmiths, 
shoemakers, weavers, carpenters, potters, etc. who were 
called craftsmen and their occupations as crafts. So long 
as each man was engaged in the same kind of business 
there was little scope for commerce. But when man 
began to specialize and each man took to one distinct 
occupation and made articles of only one kind, it became 
inevitable for him to exchange his superfluous articles 
with the excess articles of others which he. was in need 
of and which he himself did not make. Exchange, trade, 
and commerce all necessarily developed with the develop- 
ment of manufactures. The progress of manufactures 
is also closely followed by the development of that class 
of dealers ^ known as middlemen. On account of the 
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difficulties and the iDconTenieoces of the barter system^ 
it had to give way to the money economy system 

Some of the villages which had become important 
manufacturing centres began to develop into towns 
Difierent trades had their separate gilds to organize 
them m the absence of any sound national policy and 
protect the interests of the craftsmen These gilds 
prescribed the way m whioh the business was to be 
carried on, the number of persons to be admitted to them, 
and the manner in which the trade could be learned 
The right to trade withm the town and in the surround 
mg country was reserved for the townsmen Ihe 
institution of serfdom takes the place of slavery in this 
stage The products of the artisans of other towns could 
be admitted into the town market only under severe 
restrictions Those goods which could not be produced 
in the town could be introduced from other towns but 
as a rule nothing which could be produced lu the town 
was to be imported from outside Ihere were no proper 
faoiluies for transportation in this stage Bullocks and 
p^k Jiorses were the most common means of trausporting 
goods 

The lodustnal Stage 

When man begins making things indirectly through 
the help of machinery and works with other than man''4 
power, we enter upon what is known as the industrial 
stage This is the era of power manufacture as oppo‘<ed 
to hand manufacture which was the characteristic feature 
of the handicraft stage This is the stage in which we 
are living 

This stage dates from the year 1760 With the in- 
vention of James Watt’s steam engine, Kay’s shuttle, 
Hargreave’s spinning jenny, Cromptons mule Cart 
wnght’s power loom, and EU Whitney’s cotton gin, etc , 
there took place a rapid iransformation of the handicraft 
stage into that of the industrial stage As it was 
impossible for every workman to own costly machinery, 
the result of all these inventions was to give birth to the 
factory system of production Only wealthy persons 
could now equip their workshops with these high priced 
machines 'Ihe introduction of factory system brought, 
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in its turn, the question of employer and employed. 
Large-scale production and division of labour are the 
indispensable adjuncts of machine production and they 
are taken advantage of in considerable measure hereafter. 
AVhen the division of labour is practised in making 
articles, the problem arises as to what should be paid to 
all those who contributed towards the making of that 
article. Formerly a worker had all that he could get 
after selling an article. This is not, however, possible 
now because one man does not make the whole thing. 
Thus has sprung up the modern ‘wages system’ of 
employing labour under which the worker gets a con- 
tracted wage and the consequent gulf created between 
capitalists and labourers, the latter always complaining 
about their inequitable share in the created wealth and 
resorting to strikes, etc., for redressing their grievances. 
In the handicraft stage the industry was regulated by 
custom or law and no competition of any kind was 
tolerated. But in this stage competition works with a 
vengeance. Industrialists now compete not for the 
market of the town but for the whole country and even 
of the world. On account of competition among pro- 
ducers the cost of production of an article and its price 
has materially gone down. Machines in this period are 
employed not only in manufacturing operations alone 
but also in agriculture. Modern, up-to-date, and scientific 
cultivation is impossible without the aid of machinery 
and power other than that of man. 

Though money has developed in the handicraft stage, 
’ the system of credit develops primarily in this stage. 
The institutions of credit such as banks, and the various 
instruments of credit such as ‘hundies,’ cheques, drafts, 
etc., have all their origin mostly in this period. Before 
this stage the problem of moving things from place to 
place was not at all important. In this stage, because 
this problem became a practical one a great advance has 
taken place in the development of the means of commu- 
nication and transport. Changes in the methods of 
industry and transport have also encouraged the growth 
of big and small cities. 

These stages are, however, not sharply separated 
from each other, No definite date can be assigned when 
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man gave up one method of obtaining goods and adopted 
another The ohange from one period to the other took 
place very slowly Besidoa, all the features of the earlier 
stage do not necessarily die out when man enters in the 
new stage Moreover, no dogmatic statement can be 
made about the order m which one period is necessarily 
followed by another period of economic detelopmcnt, 
1 e , in some places some intervening stage may not have 
occurred In the present stage itself example can be 
found oharacterizmg all the different stages mentioned 
above Thus a higher stage does not necessarily 
supplant the lower one in toto, very often it merely adds 
to it certain features which did not exist before 



CHAPTEB I 
Consumption 

MAN’S WANTS AND THEIR SATISFACTION 
tVhat is Consumption ? 

Man is a bundle of infinite variety of wants ranging 
frona the most elementary needs to the ’■most sumptuary 
satisfactions that we see all around us or feel in our 
everyday life. Consumption deals with man’s wants 
and their satisfaction by the use of wealth. The direct 
satisfaction of human wants by the enjoyment of the 
utilities in goods is called consumption. By satisfaction, 
we understand the derivation of pleasure or the diminution 
of pain on the acquisition of that commodity for which 
a particular want makes its presence felt. In popular 
language the word ‘consumption’ means destruction ; for 
instance, when we speak of fire as having consumed wood. 
But in Economics the consumption of wealth does not 
mean destruction of wealth ; it denotes the use of wealth 
in such a manner as to give satisfaction to the user. 
Just as production means creation or increase of utility 
in the matter already in existence so consumption means 
nothing more than a dis-arrangement of matter which 
may result in diminution or extinction of utilities. As 
a matter of fact, matter is indestructible ; the world loses 
not a whit by the act of consumption, but some of it is 
rearranged so that it is no longer capable of satisfying a 
particular want. We consume candles for light purposes 
but the matter is not lost for a chemical analysis would 
show that the candle has disappeared in the form of 
water and carbondioxide gas. Consumption is distinguish- 
ed from destruction inasmuch as the latter makes wealth 
incapable of satisfying human wants. If a house is 
accidentally burnt down and reduced to ashes it is destroy- 
ed not consumed because the utility TYhioh it would have 
given to the owner for a much longer period of time 
comes to an abrupt end. 
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Those goods the utility of •which is consumed In a 
single operation are termed as perishable goods such as 
coal 'which gives us warmth only once Rub tliose goods 
which give repeated satisfacttou to human wants for a 
considerable period of time and are “destroyed by tlioee 
numerous gradual agents which we call collectively time,” 
are known as durable goods The olothes which wear 
out slowly and gradually, the cosy chair whioh yields its 
utility to the owner for a considerable time, the book 
which produces lutelleotual enjoyment, gold ornaments 
and diamonds which satisfy the wants of many successive 
generations of owners — these and many others are 
examples of durable goods In both cases, utilities 
embodied ni godds are oousumed Theaobof cunsumptibn 
applies to servioes also, eg, if a lawyer engages a typist 
n\\ Ra 40 per mouth, he w consuming the services of the 
typist on Rs 40 a month ConsiiiDption, therefore, 
“connotes tne yielding of satisfaction in the sense of 
meeting a human want, and the fact that satisfsotion is 
yielded once and for all or over a long period of time is 
not of great importance What is important is the fact 
that a desire has made itself felt and human eS'ort has 
been directed to Us satisfaction” 

P;odi/c<ii« end final Consumption —A. distinction is 
often made belueen ‘productive consumption’ and ‘final 
consumption , By productive consumption we mean the 
utilization of an article not for direct consumption but for 
the creation of new and greater iitililiee Thus, wlieii 
coal instead of being used for heating a room H burnt 
in the boilers of a factory to run the machines, it is 
consumed produotiv“ly Final consumption means simply 
that in whioh the arlicle is used not for any furtlier 
produotion but to bring about the direct satisfaction of 
wants The utilization of machines in s woollen factory 
is an example of productive oousamptinn, whilst the use 
of shawls manufactured by those machines is an act ol 
final consnmptiou 
Importance of Consumption 

Ricardo and Mill— the two famous economists of the 
classical school — attached a great importance to the pro* 
diictjon of weallh and ignored the side of consumption 
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considering ib to be an individual’s business whicli conse-* 
qneiilly needed very Jitile discussion at their hands. 
They forgot that consumption is the motive force behind 
all human productive efforts and that satisfaction arising 
from the consumption of wealth is the sole aim of all 
economic activities, and they could not foresee the 
intimate relationship which exists between the welfare 
and the nature of consumption followed by the members 
of a community. I The importance of consumption is now 
recognised by all economists who regard ‘wants and their 
satisfaction’ as the foundation of economic life, and study 
consumer’s point of view as searchiugly as that of the 
producer’s. Man produces things itt order to consume 
and does not consume in order to produce. The begin- 
ning of all economic activities that we observe and ex- 
perience in our daily life can be traced to the feelings of 
want or desire. Had there been no wants, tlie agricul- 
turists would not have suffered the scorching heat of the 
sun or the bitter cold of the winter season, the labourers 
would have ceased tending the dangerous and whirling 
machinery, the traders would have ab.stained from their 
perilous journeys and hazardous speculations, the inven- 
tors would have reposed peaceably in their cosy abodes 
and not toiled week in and week out in their laboratories, 
and in fact there would have been no sign of economic 
activity. We see people going hither and thither perform- 
ing their laborious tasks, because they have some wants 
which need to be satisfied. Satisfaction can be obtained 
through wealth and wealth requires effort hence human 
wants furnish the initial motive of all productive efforts. 

Consumption is, in fact, both the beginning and end 
of all our economic activities 

Moreover, the importance of the consumption of 
wealth ‘is emphasised by the consideration that as many 
and as dire calamities have overtaken people, because of 
their irrational habits of consumption as because of 
inefficient systems of production, exchange or distribut- 
ion.’ As such the whole problem of consumption has 
been looked upon as one of primary importance— possibly 
more important than all these combined. The prosperity 
of a nation depends not only on the increase of National 
Income but also on the way in which it is expended and 
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consumed Nations which resort to productive consurap* 
tiou for exploiting* their natural resources after elimi- 
nating every sort of waste and regulating their ooiisum- 
ptiOQ lu the most economic way liave become prosperous 
and reached a Ingh pitohof human welfare and Jiappiness, 
whereas those which indulge m irrational or extravagant 
expenditure and do not know how to eliminate waste 
have lagged far behind in the march of progress 
In view of tlie above facta State regulations have 
been framed out to check the consumption of 
obuoxions or pernicious commodities which tend to 
retard the progress of a nation It is for this 
reason that people have begun disonmmaMiig between 
the more Ubfful and less useful consumption The social 
progress is also judged by the number, variety and quality 
of wants , as the booiety makes progress the wants of the 
people become more subtle and numerous 

Relation of Wants and Activities 
‘ Jn the study of Economics we are ch>ei?y oonoerned 
with tho^e activities of man which deal with wealth , all 
the aoririties tinJertahen m return for some remuneration 
are called economto activities But want is the root of 
all economic activities , it is want that gives rise to pro- 
‘ductioii lu Economics, a wa nt means a desire for a thing 
wh ich 18 hacked by some meaiH to sat isfy it Nosootier 
a'want is felt by man than he makes tue ne'oessary effort 
and saiiefies Ins want Consumption, therefore, is the 
goal of all ecoiioniio activity, whereas production is the 
lueaus to that end 

III the early stages of mankind the savage does not 
exert himself unless he is compelled to do so by his 
j^ysiological needs To satisfy his primary wants such 
tbi for food and thirst either he, like the brute animal 
hunts wild animals and birds or plucks wild fruits and 
gws’ diNtdiA" JMtd Alwdvv,\r Abe JWiftsfib .vtatA*" jw ap Abe 
later stages when he is somewhat advanced, harvests 
crops by tilling the soil and digs wells for the supply of 
water Again impelled by the necessity of getting pro- 
tection against the stormy rams, bitter cold, or sweltering 
heat he either provides himself with the bark of trees, 
digs underground a cell or builds a hut Thus, m the 
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earlier stages of economic development it is the want that 
gives rise to activities and all bis efforts are directed to 
the satisfaction of his elementary wants. • 

But as man rises high in the scales of civilissation and 
culture his wants increase rapidly in number and variety 
He is no longer satisfied with the coarse food he gets but 
' j he wants his meals to be more,daintily and fastidiously 
served and he begins to take pride in using embellished 
metal dishes and vessels instead of the earthen vessel.s 
which at first sufficed him. In the progressive human 
society after satisfying his elementary wants, the desire 
for distinction and efficiency induces him to undertake 
new activities with a genuine pleasure. The desire for 
excellence or for the exercise of one’s faculties has been 
described by Marshall as the chief cause of the multipli- 
cation of wants. 

From the very beginning of the history of mankind 
■wants and activities react upon one another. At first 
physiological wants such as hunger and thirst make their 
presence felt but later on these activities— undertaken for 
the satisfaction of primary wants —give rise to new 
wants. For instance, thirst is a physiological necessity. 
Water must be sought for by sinking wells and the draw- 
ing of water form the wells gives rise to new wants such 
as rope and bucket. Similarly, for the protection ot our 
body we need clothes.- This .single want gives rise to 
innumerable new wants and new creative activities too 
difficult and lengthy to be dwelt upon such as for the 
cultivation of cotton a whole _^rray of wooden and iron ' 
implements is required, for traiJ^ortiug it to the place 
of manufacture steamships and railways are needed, for 
converting it into fabrics huge factories of too intricate 
a nature are. required and so on without any co7iceivable 
limit. Man’s wants are immeasurable and expand without 
any limit. His circle of wants grows bigger and bigger 
like a circle in the stagnant waters caused by the throw- 
ing of a pebble till it becomes quite irap^erceptibje. 

Human wants are determined to a very large extent 
by physical environments, habits and customs and the 
social progress achieved by the members of a community. 

By way of summing up, we may say that in the earlj* 
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'itages of economic development jt is wants tlmt gjve nsa 
to activities bnt in the later stages tt is the aotivit} that 
gives rise to new wants leading to ecoaomic progress 

Characterittict of Human Wants 

The wants of human beings are unlimited in number 
and varied tu their character depending to a great extent 
upon our habits, cnatoins and ideala They vary m a 
remarkable degree from country to country, from class 
to ola<is, and from time to time witiiin the same country 
or class they vary according to the tlifferonces in social 
and moral standardsor ecouomicaud political institutions 

f Economic civilization, it is emphasised, consists in the 
immense variety and infinite lunUiplioation of human 
wants In the midst of all the'<e diversities of human 
wants, we can notice some uuiforia characteristics which 
ar^alaios^ of uinver«ara|^Jcabi3ity and upon which are 
biased romo of the important eoouomio laws, which we 
shall study by and by 

(1) Hiimon tcants ttre unItmUtd tn ntim^rr 1 he savage 
indeed hae not many more wauts than the brnte animal, 
but as he ii-es in the scale of civilization his wants 
increase in number at d variety No sooner a man sati'-fiesj 
Ills one want than he experiences a desire for another j 
Hntiiau nature is sooh that new wants make them 
selves felt an existing whi ts are satished and oonstantly 
grow lu ijinlitj and variety a« well As an example how 
wants grow lu variety, 3iorelaud’s desouptioii maybe 
quoted He writes * A hungry man chu be satisfied for 
the time by a meal of the coarsest food perhaps a htcle 
millet and pulse, but when a man is sure of getting such 
food he begins to want better food and a greater 
variety, — he wants wheat flour instead of millet, and he 
wants ghee, and vegetables, and rice, and perhaps fihh, 
and he wants all sorts of spices and flavours Then he 
wants the food better served, and he wants metal dishes 
and vessels instead of the earthen vessels which at first 
sufficed him Ihe young pleader may bo only too glnd 
to be able to go to oonrt on an fkXa or in a tram car, 
but as be gets richer be wants first a trap and borse of 
his own, then a carnage and pair, and then perhaps a 
motor car ” 
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hion Tbis factor is of great importance in the deter- 
mination of wages for the difFerent grades ot working 
classes. ‘ There was a time when woikmen wore neither 
shirts nor shoes, when they had neither oOffee nor 
tobacco, when they ate neither meat nor wliite bread, 
but today these wants are so deep rooted, and form so 
fundamental a part of onr nature, that a workman, if he 
were deprived of them would peruh " At the same time 
It should not be supposed that wants once acquired are 
perpetual 'ihey do disappear hut only when they are 
supplanted by others that are more strongly felt or whose 
^ satisfaction jields greater enjojment 

'I (6l ZAe utility of present goods is always mote than 
I the utility of future goods People, as consumers, attach 
greater importance to the satisfaction of present wants 
than future ones for future satisfaction is always uncertain 
and problematical 'iho proverb *a,bird inhaud'is worth 
in the b_ush’ clearly otemplifies this characteristio of 
hnmau 'wants Obviously the utility of future goods is 
less than the utility of pieseut goods owing to tuture 
contmgeuoies and the luconveiueuces incurred by the 
saver On this characteristic of human wants some 
/economists have tried to justify interest-taking 

(7) Wants increase with the advancement ofknotcledge 
It has been already shown that as people make progress 
111 social, econoinio and uudustnal spheres and as their 
knowledge increases through education and facilities 
provided by cheap and varied means of transport and 
communication, human wants grow in number and 
variety and fresh means are sought for satisfying such 
wants It IS for this reaspu that new wants arise more 
quickly and rapidly m cities whilst m villages, away 
from the centres of progress and modernity, new wants 
develop veiy slowlj 
Some Apparent Exceptions 

Moreland has pointed out the following exceptions 
regarding the characteristics of human wants At the 
outset It must be said that these exceptional wants are ’ 
outside the purview of an economist, because he deals 
mainly with the material wants of ordinary men m the 
ordinary business of life 
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' (1) There are cases where particular wants do not 
Seem to be capable of satisfaction so that the more a man 
has of a particular thing, the more of it he wants. For 
'example, the loveofjdisplay manifested in costly and 
maguificentbuiidurgs, cliybhes, jewels^ horses and carriages, 
ears and in other ways of living, increases with ever 3 ' 
fresh supply, never reaching the point of satisfaction. 
But as Moreland points out “ this exception is apparent 
only, because the love of display is not exactly a simple 
want such as the want of food or clothing,* it is made 
np of a very large number of simple wants, and as each 

of these is satisfied new wants appear The case is, 

therefore, an illustration of the principle that new wants 
are constantly arising, rather than an exception -to the 
rule that wants can be satisfied completely.” 

(2) Another exception is the craze or love for power. 
The erase for some men for pov/er over other people grows 
more and more with every increase of it. The economist 
ignores such wants as he is concerned with the wants of 
ordinary men. 

(3) The appetite of a miser for accumulating material 
wealth, usually in the form of gold, or silver, or precious 
stones grows keener and keener with every addition of it. 
He wants wealth simply for the sake of wealth. He 
neither spends it for his own consumption, nor utilises it 
in some other wa^' but he wants more, the more he gets. 
But we exclude from our study the wants of such misers. 

f4) On the contrary there are men ^whose wants do 
not seem to increase iu number and variety e.g., the relh 
gious ascetic. Every Indian student must be iu the 
'knowledge of the fact that iu our own oouniry man y 
wealthx persons after forsaking t heir w orldly riches .and 
enje^ments devote their time in godly contemplation 
with a loin-cloth on their _body - and become dependent 
fofTheiF Tfugal food upon th_e charities. They are at all 
times'thirsty for the attainment of l^irvana. This single 
want becomes so acute and pressing that almost all other 
wants become unimportant iu comparison. But as this 
spiritual craving canuot be satisfied by wealth, so it is 
outside the economist’s province. 

(5) Insbances aire aot wantiag where a particular want 
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IS felt so strongly that the ordinary economic wants give 
way to It There are men sooh a«! authors, painters or 
sculptors who being actuated by the desire of self expres- 
sion oroduce beautiful work (for the satisfaction of their 
inward craving) unmindful of the wealth or fame which 
their works will bring to them 
Different Kindt of Wants 

Satisfaction of our wants is obtained through wealth 
which IS got by our produotive efforts The wants of 
man are numerous and some of them will always have to 
go unsatisfied though each ludin lual want is capable of 
being fully satisfied 'Ihe question naturally arises : cau 
any rules be laid down as to the order ui which people in 
general attempt to satisfy their wants ? All wants are 
not of equal intensity Some wants are most urgent, 
others more attractive, while the rest may be characterised 
by durability. 

Urgency —Our physiological wants, i e , the wants of 
food, thirst, clothing and shelter are the most urgent 
wants which cannot stand postponement ‘Everything 
that a mail hath will be given for bis life ' After satisfy 
mg these wants he spends the rest of hia income in 
meeting other less urgent wants 

AUracUieness — Some wants are more attractive than 
others Individual tastes and habits, personal likes and 
dislikes, the nature of training one has received are great 
factors in detenniniiig the attraoiiveness of a want 
“borne persons ^ould pay more tor a thing that was 
fashionable, for a coloor they preferred, for a piece of 
fiirijiture or ohitia that was old and rare, la other words 
for th^ thing they really liked or admired even though to 
do so they would have to buy less of other things and to 
go without something the ab'‘ence of which would involve 
more or less of real sacrifice'* 

DurahtUty — Time js the distinguishing factor In 
some forms of consumption the satisfaction is temporary, 
while in others it is more durable spreading over a longer 
period of time Por example, the satisfaction derived 
from the consumption of food or drink is only temporary 
for the want recurs again withm a short period with 
equal intensity, while that derived from houses of furni- 
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ture, from cJotlies or jpwtKery is continuous and the 
want once satisfied recurs onlj’ at more or Jess considerable 
intervals. Some people prefer to spend more o)i durable 
goods tlnin attractive goods. 

Adam Smith regarded espenditure on durabe goods 
as being an important factor in increasing national ?i'i well 
as personal Wcafih. 

t5lassificalion of Wants 

From the above, it must have been clear that there are 
some want.s which mu.Nt be satisfied first by man before 
he can think of providing for othens. It is from this point 
of view tliat human wants have been classified into three 
main classes : 

(I) Necessaries, (II) Comforts and (III) Luxuries. 

(1) '^Under nece-ssaries vre generally include those 
wauls the satisfaction of which is too essential for our 
sustenance and the deprivation of which produces in us a 
feeling of pain.\ But among the wants which must be 
■, satisfied, there are some which must be attended (o avoid 
' death and otliers to avoid loss of efficiency and some to 
maintain the social prestige in the community in which 
one moves about.’’ Necessaries, tlierefore, may again be 
subdivided into three distinct classes : (n) Necessaries for 
existence ; {h] Necessaries for efficiency and (c) Conven- 
tional necessaries. 

(a) ‘Necessaries for existence’ or absolute necessaries 
of life include those articles such as a minimum supply of 
food, drink, clothing etc , which are absolutely necessary 
for the continuance of humau life. The goods necessary 
for existence vary in different countries according to the 
climatic conditions of thoso regions and are relative to 
time. “In cold countries the term includes, in addition^ 
to sufficient food and drink, a certain amount of clothing ^ 
and also some sort of a house for shelter ; in the plains of 
India the neGessar 3 ^ amount of clothing and shelter is very 
small, aifd perhaps a blanket for the 'svinter is all that a 
man absolutely requires, so that here the term necessaries 
for existence means very little more than the small 
amount of grain and water that is sufficient to keep 
people alive,” 



50 


A KirST APPROACH TO ECO\OJ«CS 


(6) ‘Necessaries for etfaoiency' inolndo over and above 
the necessaries for existence all those tlunqs winch aie 
necessary for keeping a worl er tn full effaenctj at lus 
work Those things which promote the pi jsioal, jneiitai 
and technical qualities of a loau leading to a complete ami 
full enjoyment of life are included mulcr ‘necessaries for 
efficiency ’ lifarshall says ‘the income of any class m the 
ranks of industry is below its neecssari/ level, when any 
increase m their luoome would in the course of time pro- 
duce a more than proportionate increase in their efficiency ' 
According to Jloreland, the term necessaries for efficiency, 
would include first oonbidcrahly more food than is neces- 
sary for existence secondly, a certain amount of clothing 
and furniture, and a healthy luaso for shelter , thirdly, 
opportunities for medical treatment, and for education for 
a msti's ehtldren carried up to the stage winch he him- 
self has received 

(e) 'Conventional necessaries include those articles 
such as alcohol, tobacco, tea fashionable wares of dress, 
etc , which do not in any way promote efficiency but 
which are yet necessary because their consumption has 
either become babi'ual or is required by the customs of 
the society For a smoker, tobacco is a conventional 
necessity If you snatch away from the smoker his pufis 
of smoke, he shall undoubtedly feel for a time lethargic 
and disinclmed to do any work Again, many middie- 
cla‘!S getitlemen in our cities prefer to use cheap Japanese 
crepe soled shoes instead of country made shoes in spite 
of the great inconvemeiice felt by the users m hot and 
cold seasons wlien their feel either get scorched or benumbed 
respectively, but they are, m a conv^iional way, forced 
to do so for the wearing of the latter typo of shoes is now 
beginning to be looked down as a sign of rusticity For 
tiie attainment of conventional necessaries many persons 
not only saciifice their necessaries for efficiency but are 
sometimes forced to desist from the consumption of abso- 
lute necessaries of life as a result of the pressure wielded 
by the customs and traditions of the society Man being 
a ‘’ocml crentiij o must concede to these conventional neces 
saries, and if ho were deprived of these his efficiency 
would suffer Hence, necessaries foreffioiency include neces 
saries for existence as woH as conventional necessaries 
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The expenditure ou conventional necessaries incurred 
in India is comparative!}' more because of deep-rooted 
customs found in the Indian Society. “Many people iu 
order to avoid looking low in the public eye economize 
their earnings after stinting even their absolute necessaries 
of life only to spend them in some marriage or funeral, 
religious or social ceremonies forced upon its members by 
the customs of the society.” 

(II) Comforts .■-(•Those articles the consumption of 
which does not lead to an addition of efficiency in pro- 
portion to the cost incurre'd iu their saTisfactiou but a 
deprivation of which tends to undermine the^fficienoy of 
a consumer, are tenneicr~as com forts. J For example, a 
worker accustomed to enjoy his night in some cinema 
“shows’" or theatrical entertainments if suddenly deprived 
of that pastime would take himself to be a bankrupt 
regarding that satisfaction and his efficiency would tend 
to deteriorate to that extent. Comforts imply a decent 
standard of ‘living, and include better food, clothes and 
housing with some provision for recreation and amuse- 
ment and for the satisfaction of intellectual needs. 
Their attainment and satisfaction for the progress of a 
couutr}' has been spoken of by some economists as too 
necessary. The use of ‘Flex’ footwear for indigenous 
shoes, tlie silk shirts for cotton, cigarettes for the htiJcka, 
are examples of comfortable consumption. 

(III) Luxuries : — Luxuries may be described as un- 
necessaries. (Luxuries include those things which only 
add to our enjoyments but do not increase our efficiency) 
Practically speaking, there is no real difference between 
comforts and luxuries excepting that the idea of luxuries 
conveys an idea of blame which is not conveyed by com- 
forts, and the expenditure made ou luxuries is taken to 
be as uneconomic or misdirected consumption. Luxuries 
signify a more elaborate way of living and include 
showy and costly things such as costly motor-cars, orna- 
ments, table delicacies etc., together with the indulgence 
in expensive tastes in art, literature and travel. Gide 
defines luxury as the satisfaction of a superfluous want ; 
Ely regards it as excessive consumption, that is to say, 
consumption of things which are not necessaries. 
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Having Ihua classified humar wants into three mam 
divisions VIZ, Necessaries, Comforts and Liixnnes, wa 
now come to the leal crux of the problem Fiota tlie 
classification into the above categories, it should not be 
understood that it is based on au 3 thing like a fixed 
standard so that if a cerlaiu commodity or service were 
once assigned to any one of these categoiies, it would 
remain so for all peisons at all ttiut.3 For example, it 
IS often supposed that wheat is a neces-^ary thing motor- 
car a comfort, and scents a Inxui^ Jlii b this is lucorreit 
The terms vary enormously in significance with diHeleiit 
countries, and even m the same coontiv with reference to 
different social elasse**, different positions in life, different 


individuals and different periods of time What is luxury 
to one particular class of people may ha necessary to 
another class of people Our idea of necessaries, comforts 
and luxuries is always relative to •^ porson s, ^e and 
•■ /place To the busy doctor a motor car may" b'eTieces&ary inas- 
mUGh as his efficiency may lucreaso with the car as be 


IS able to attend a large number of patients by having an 
economy in time, whilst to a wealthy man who keeps it 
Bimply tor pleasure drives it may be pure luxury ihus 
it should be noted that the classi/icalion does not apply io 


the articles of consumption hut it ts ahiays xn x efet ence to 


the parlictilai ccnsumei 

With the change of time and, tl erefore, of circums- 


tances, there may be a change m the clai^ifioatioii of the 
articles ot cnnsiimptioii Some years ago the u^'e of hat 
was supposed to he a luxury, now it is beginning to he 
felt ns a comfort, and the lime is not far when it might 


be regarded as a necessity bimiiarly, a change m the 
place may bring about a change in the classification A 
shirt IS necessary for an English labourer in England, 
but It IS taken to be a luxury for an Indian labourer 
‘In some countries the women go bareheaded and the 
children barefooted For them certainly hats, shoes and 
stockings would not bo regarded as necessaries but they 
would for the most part be so considered in England 


today ’ Ihu« the classification varies m relation to 


different places 

Then, again, the units of the same article are to bo 
taken separately for the purpose of this classifioatiou 
The whole quantity of the same article consumed by an 
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individual need not, and, in most cases, would not come 
under tlie same category. Thus, one pair of shoes for 
an ordinary individual would be necessajy, another pair 
comfort, and a third one luxury for the last one would 
hardly bring about any real change in his comfortable 
mode of life except signifying an indulgence in expen- 
sive tastes. Thus the classification does not primarily 
refer to the articles of consumption, but to their units, and 
varies according to the individual consumer, the time, 
and the place. 

The question arises if this classification is so variable, 
can there be an3’' common measure which can be applied 
in classifjnng human consumption in general? Econo- 
mists have' found out the common principle of efficiency, by 
means of which an article or the different units of an 
article can be assigned to each of the three divisions. 
If the test of productive efficiency be kept in view, we 
shall have no difficulty in classifj-ing the different units of 
articles into necessaries, comforts and luxuries. By it we 
can know to what extent the consumption of a particular 
unit of article generates, in the consumer, condition’s of 
superior productive efficiency. Again, it can also he 
found out, whether or not, the deprivation of that article 
decreases his efficiency as a producer. Thus at, a given 
time and place, if the consumption of a certain unit of 
an article increases the productive efficiency of the con- 
sumer, and the deprivation of which decreases his 
effioieney, then that unit of article would be classified 
under, ‘necessaries.'’ Again, if its consumption shows a 
slight inorease. in his efficiency and its deprivation leads 
to some decrease in efficienc}'', then it. ■would be placed 
in the category of ‘comforts.’ An article will be a 
‘luxuiy’ if its consumption and deprivation do not in- 
crease or decrease his efficiency. 

The foregoing classification of wants in order to bring 
out its salient features may be tabulated as follows .’ 
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Items j 

1 The unit of consiiinp 
tioii leads to 

Deprivation of the 
unit leads to 

Neoe'^saries | 

^ Considerable increase 
m ofhcioncy I 

Considerable decrease 
in efficiency 

Comforts 

! 

A slight increase in 
tfheiency 

1 

1 

1 Some decrease m 
j efficiency 

Luxuries 

1 1 

No iiicrea<o in 
efficiency j 

1 

No decrease in offici* 
enoy whatsover 


Ciassil'icntioii ol WhiH» 


A word or Ik* R*l«le«l reRfirdiiiR tlie order 

m wljioh people sfitisfy tlieir TVRjit« To regurd tliat ►urplu^ 
jNOOine 15 spent oh coioforts «n<J hixunes ftfier o;cpejjdiiJg 
on iiooeasane^ le nii cironeons idea it is impo'^aible to 
(logmatiro ni this connection We can onl} assert ihat all 
people try to bnj their necessaries for existence first But 
beyond that inintmiim (here can be no generalization It 
IS primarily a matter of pcrsoimf habits of individual tastes 
aoddesiiea Some arc tlinftj, others are extravagant 
Some will spend more on Il6co•^■3arle'^ others on comforts 
and a few otliers will probably like to spend more on 
luxuries Agaiu, some tvill stinl of the necessaries for 
existence only to indulge in extravagant expenditure in 
other directions, e g , an inveterate drunkard wiU prefer 
to forgo his food than to have abstained from liis drink 
“Order of consumption JS not a matter of rule or regulation, 
it IS a matter of personal habit, of individual tastes and 
desires’ (Penson) 

The Standard of Living 

The standard of living means (ho umounf of neoe««aric«, 
comforts and luxuries wluoh one person oi class is habitu 
ated to consume for » long period and for the procurement 
of those articles, which have come to be legarded ns the 
normal requirements of e\er 3 day life, be possesses the 
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means or the willingness to undergo a reasonable sacrifice. 
A low standard of living implies the satisfaction of very 
few wants besides the necessaries of life. On the contrary, 
a high standard of living signifies a greater expenditure 
on comforts and luxuries, over and above the necessaries 
of life. But readers should carefully note that the most 
expensive standard is not necessarily the best standard 
of living and the satisfaction of a large and varied number 
of wants irrespective of the effects which they produce 
does not constitute the rational standard. Besides the 
amount of income, the method in which it is spent also 
counts much in determining a higher or lower standard 
of living. A wisely selected and balanced method of 
consumption with a lower income is preferable than an 
unthoughtful and extravagant expenditure on superfluotis 
wants with a higher income. We should follow Dr. 
Marshall who laj's down: “Let us take the term the 
standard of life to mean the standard of activities and 
wants. Thus an increase in the standard of life implies 
an increase of intelligence, energy and self-respect ; 
leading to more care and judgment in expenditure and an 
avoidance of food and drink that gratify the appetite, but 
affect no strength, and of ways of living that are un- 
wholesome physically and morally.” Economists advocate 
that standard of living which results in the greatest 
benefit to society and is conducive to the full development 
of economic, moral and physical side of the persons 
who have adopted it. 

Although there is some vagueness in the connotation 
of the term ‘standard of living,’ yet, it is certain that 
different people have different standards of life. It is 
purel3^ a personal affair and every individual clearly 
tinderstands the standard he adopts ; it varies from indivi- 
dual to individual, from class to class and from one period 
to another for the same people. Everyone eagerly looks 
for opportunities to raise his standard of living by having 
a command over those articles and services which were 
previously beyond his reach, and fears for any lowering 
of the standard for it not only deprives him of the articles 
and services he was accustomed to enjoy previously but 
also brings about a ‘descent in the social scale with possibly 
some loss of personal dignity and self-respect.’ The 
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his physical and moral welfare. The effect of inadequate 
consumption on production is immense. Ill-fed, ill-clad, 
ill-lodged, the mass of the people of India lead a dull and 
dreary existence. The want of proper sustenance impairs 
the vigour and vitality of the people who fall easy victims 
to the attacks of various kinds of disease. Having no 
reserve to fall back upon in difficult times, they suffer 
untold miserj' whenever there is a slight disturbing cause 
such as a drought or a failure of the crops. The children 
of the weak and unhealthy parents become weaklings, and, 
being themselves ill-fed and ill-bred, swell the numbers 
of the worthless members of society. Thus the physical 
deterioration of the people goes on increasing from, 
generation to generation ; and with the progress of physi- 
cal degeneration, their moral stamina also tends to grow 
less and less strong. Consequently, the efficiency of 
labour as a factor in production has a progressively rapid 
tendency to diminish.” 

Gateses of a loic standard of living in India and their 
lemoval — Besides the poverty of the Indian people, the 
religious teachings, the social institutions like the caste- 
system and the joint-family system, the widespread 
illiterac3^ of the masses absence of good means of trans- 
port and communications are some of the important 
causes responsible for a low standard of living in India. 
The income per head in India i.s ridiculously small com- 
pared to other advanced countries like the United States 
of America, the United Kingdom, Germany, France, 
Italy, Japan, Australia, etc. By remedying the above 
causes and impressing upon the people the necessity and 
value of a better and refined- life, an improvement can be 
effected within a reasonable period of time. As a result 
of the spread of education and other facilities available in 
cities, the standard of living particularly’^ of the rich and 
upper middle classes is showing a tendency towards im- 
provement but that of a vast section of Indian population 
in villages still shows no signs of improvement. In fact 
in recent times the consumption of such necessaries for 
existence as" supply of food has much deteriorated in 
quality and quantity and to that extent, it can be said, 
the standard of living has fallen to a low level. 

It is admitted on all hands that the production in 
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India can be greatly increased by increasing tbe consump- 
tion of the lU-fed people Increased consumption means 
only that consumption of wealth which gives the greatest 
benefit and most rational enjoyment to the individuals 
and society as a whole Increased coiisaraptwu by the 
lower and middle classes of population of cheap imported 
articles of luxury and convenience is not an indication of 
progress and prosperity, as is erroneously supposed by 
some, if it 13 done at the expense of necessaries foi 
existence Luxury is economically unproductive and 
stinting of necessaries is always harmful If the con- 
sumption of alcohol, opium, cigarettes, umbrellas and 
trinkets is made at the expense of milk, ghee, hukka and 
blankets, it will not lead to any economic progress of the 
country People must have necessaries for efficiency be* 
fore they arc econorai* ally qualified to indulge in these 
and supetfinons wants 
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UTILITY 

The Definition of Utility 

The term utilit}’, in Economies, is used in a different 
sense than that ordinarily understood by a laj'man. 
Utility may be defined as the quality or power of a com- 
modity to satisfy some human want. When we use a 
certain commodity and derive satisfaction in the course of 
its consumption, then that commodity is said to possess 
utility. Anything thatpossesses utility is classed under the 
category of goods in our economic science. We want the 
consumption or acquisition of bread and butter, milk and 
water, clothings and furniture, wine and opium, con- 
veyances and houses, articles of decoration, display and 
recreation because they seem to possess utility and the 
power of satisfying our wants. If a thing is capable of 
satisfying a desire, it possesses utility irrespective of the 
effects its consumption brings upon the health and 
efficiency of the consumer. Although alcoholic liquors 
and opium are positive!}' detrimental as the constancy of 
their use brings deteriorating effects upon the health of 
the drunkard and the opium-eater, in the strict 
economic sense of the term they possess utility so long 
as they are demanded and consumed by the respective 
consumer. Hence the term utility is not necessarily 
synonymous with ‘usefulness’ in a moral or social sense. 
Seagcx has aptly emphasized the point in question thus : 
^A nything that satisfies a want and has utility is a g ood. 
whether it be the whisky of the trader or the hym n book 
of_tim_ mi?sion arv. ’TV, 

Here we mhst not lose sight of the subjective aspect 
of utility. It is a psychological evaluation of the want- 
satisfying capacity of a particular thing. Utility is not 
an inherent quality of a thing ; it is a subjective pheno- 
menon resting in human want and relative to the intensity 
of the want. Utility arises only with want and vanishes 
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■With the disappearance of the ■want It exists only m 
relation to human desire and can have no independent 
and separate existence The utility of a commodity vanes 
with different persons and at different times and places 
with the same consumer ontler altered oiretimstances 
Utility vanes direotly with the uitcnsny of a want 
Utility or satisfaQlion secured from the con^umpttou of 
a commodity is incapable of any physical measurement 
because of its variability from indivi lual to jndivulual, 
from place to place and from time to time with the same 
individual Hut we know that the more intensely a thin;; 
js desired by a man fjroalor v/ouJd be bis 8nar}!loe<f for its 
acquisition Hence the utility oj a thing ts measured in 
directly hy the taatfice one makes, or the amount of money 
one I? iciUtng to pay tn order to get possession of it 
The Law af Dtmlaithsag Utiht r 

riiere is an eudle«s variety of human wants they 
tend to increase with the progress of civilizaiion and 
growth of tnventioiH Hut amidst tlio confusing varieties 
of wants experienced by us if no single out any particular 
want we find tliat it is capable of being completely 
satisfied for the time being llow8oe\er intense desire 
may be for a particular commodity, its desirability 
diminishes as its units increase with (he consumer at any 
given time I may have a very pressing desire to possess 
a blanl et for purposes of protection from cold but the 
moment I pi ovule my«eU with one blanket I may think 
that I am satisfied for the moment and want no more I 
may bo suffering from a torinenling hunger, but after I 
have taken two or three loaves of bread ray eagerness for 
the successive units will decrease and the utility derived 
thereof will tend to decline You may consider tl^ 
desire for the first pair of shoes as intensely high you 
may welcome the second pair of shoes though it will 
satisfy a less intense want, the third pair of shoes will be 
less eagerly souglit until vou would no longer feel the 
need of any additional pair of shoes \V^e all know about 
the apparently insatiable desire of King Slidas for gold 
and wlien he eventually got enormous quantities of it ho 
began to hate the sight of it — an object of desire and 
admiration became one of dissatisfaction and disgust 
These illustrations serve to show that man’s wants though 
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unlimited in number are yet limited in capacity. This 
plienometion is called by economists the Law of Dimini- 
shing Uulit}- or Satiable Wants. It may be stated briefly 
as follow’s : 

The Law of Diminishing Utility states that the in- 
tensity of our want for additional units of a commodity 
diminishes as we consume or acquire successive units of 
it. That is to say, at arn' given time as the successive 
doses of the same commodity or service are consumed, 
the utilitj? obtained from the successive doses becomes 
less and less, and if consumption is not stopped it may 
fall to zero finally passing into dissatisfaction or disutility. 
This tendenc}* of diminishing utility, barring a few appa- 
rent cases which we shall discuss in the following pages, 
is of universal application in respect of our wants and 
their satisfaction. Take the case of a thirsty man with 
whom the utility of the first onp of water is almost 
immeasurable as he is prepared to pay any and everything 
for its acquisition. Let us say that the utility of the first 
cup of water is infinite for it involves a question of life 
and death to him. After having drunk the first cup of 
water, the intensity of his thirst falls and with it falls the 
intensity of utility also. A second cup of water is yet 
highly agreeable though the utility derived from the 
second is much iess than the utility of the previous one. 
A third cup is .still agreeable as hi.s thirst is not altogether 
quenched and he will probably derive less utility from 
the third cup than the second one. From the fourth cup 
he maj' derive a very little satisfaction notwithstanding 
his use, and a limit is conceivable when he will no more 
feel the want of water at that particular moment and 
any additional supply of it instead of giving any pleasure 
as the previous cups produced in him will be positively 
a source of nuisance or discomfort. Thus, we see that 
with every increase in the stock of a commodity there 
goes a corresponding fall in satisfaction and utility that 
a consumer derives from the additional units of the same 
commoditjf at any particular period of time. 

The relations between the successive cups of water 
and corresponding degrees of utility received by the 
consumer may be graphically represented thus : — 

Along the axis OX we measure the units or cups 




Cups of water consumed 

The Law of Diminishing Utility 

unit, let us assume, gives 100 degrees of utility represented 
by the rectangle ABRP the third unit gives 80 degrees 
of utility represented by the rectangle c and so forth as 
marked m the diagram The diagram illustrates clearly 
the tendency that as identical units or cups of water ere 
consumed at any given time, the utility of each successive 
unit becomes less and less than that of the previous unit 
till It reaches the margin of satisfaction The rectangle 
/“represents the marginal satisfaction when the utility of 
the last unit consumed is balanced by the sacrifice under* 
gone or price paid for its acquisition 

The tendency to diminishing utility is manifest in all 
forms of consumption, and depends upon man’s physical 
rrrrr T r*( iii^ ' !ip 
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peraineiit, m other words, the entire outlook of the 
00 Ti'?umer must not be affected bjr other laotors 

(3) i lie law of diminishing utility holds good only if 
the period of consumption at any giVen time is conti- 
nuous It there is a break in the act of consumption of 
a partioiilar aitiole, then the law of diminishing utility 
ina} not operate and the snccessivo units of that article 
taken after the break may produce increasing utilitj 

(4) If long periods of consumptions are taken into 
account, the consumer’s income, habits, customs and 
fashions must remain unaltered If the income of a per- 
son gets increased, tlien he may consume or acquire more 
of the commodity at the same or higher price although 
he may be having a large htock of that commodity with 
him If tastes or fashions undergo a change, it is proba* 
b)e that the utility of successive units of a oommoiity 
may not dimmish during an altogetlier diifereut set of 
circumstances 

(5) 'Ihe general level of puces must remain the same 
If the price of a particular commodity falls, then the 
consumer may buy more of that article at the reduced 
price in spUo of a large stock that ho already has. But 
the tendency must opeiate ultimately for he cannot 
increase his stock mdcHoitcly 

Allowing for these assumptions and qualifications, the 
Law of Diramishu g Utility la almost of universal appli- 
cation “llie tendency (to diminishing utility) shows 
itself,” remarks Prof Taussig, ‘so widely and with so 
few excoptioi s that there is no serious inacouraoy lu 
speaking of it ns universal.” 

Exceptions to the Law of Dimlnlshlni; Utility 

By exceptions to the law we understand that in some 
cases each successive unit of a commodity, if added to the 
slock of a commodity a man possesses, may intensify his 
desire and afford increasing satisfaction up to a certain 
point It should not, however, be forgotten that ex- 
ceptions dealt below are only apparent and not real, as 
the Law of Diminishing Utility would operate ultimately 
in every oircumstanct 

(1) If Qur initial units of a commodity are such as to 
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be of no ‘worth in our consumption, increasing utility 
from the acquisition of successive units of the same 
commodity is conceivable up to a certain point. As 
Silverman points out : “Thus, if 3 yds. of cloth are 
necessary for a garment, a cut length of 2 yds. would have 
less than two-thirds of the utility of 3 yds. An extra 
yard would thus afford increasing utility. Yet even 
here, it may be properly contented, diminishing utility 
really obtains, since 3 yds., and not I yd., would give a 
lower satisfaction than the first length.’' Similarly, if 
a few drops of water were to be offered to a thirsty man, 
it would intensify rather than diminish his thirst creating 
a keener longing for the acquisition of additional units of 
water. The utility will show a diminution only when a 
certain required quantity has been obtained by the thirsty 
man for quenching his thirst. 

(2) A second instance of exception to the general Law 
of Dimini.shing Utility is afforded by the consumption of 
stimulants under the effect of which the entire attitude 
and temperament undergoes a complete change and the 
consumer begins to think that the second or third unit of 
liquor will bring greater pleasure and satisfaction than 
the previous unit consumed. Or, as Taussig remarks, to 
speak of higher things, the second or third reading of 
noble verse or the hearing of beautiful music, often gives 
greater pleasure than the first. But in such instances too 
the point of diminishing utility must oomesooner or later. 
\-.'^3) Another exception to the law is to be found in the 
peculiar characteristics of a commodity consumed or 
utilized. Taking the case of a telephone, it requires no 
greater attempt on our part to prove that the larger the 
number of telephonic connections, the greater is the 
utility derived by the user on account of the increased 
facilities of comnaunication afforded by the extended 
telephonic service. But beyond a certain limit the work- 
ability of service- shall suffer owing to the delay and 
inconvenience caused in transmitting communications. 

(4) Another exception to the law is furnished^ by 
curious and rare things. The collectors of rare articles 
like ancient stamps and coins, auk’s eggs and other curios 
and specimens of antiquity usually derive an increasing 
pleasure with every addition of such articles in their stock. 

5 
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Bat m suoh cases too a limit must be reached when any 
farther addition to the stock will have dimmishinR utility 
.>✓<5) Lastly, the love of display, the lust for power and 
the miser's thirst for money may also be mentioned as 
other apparent exceptions to the general Law of Dimmi* 
shing Utility 

In all these exceptional circumstances the tendency to 
diminishing utility, however, must prevail ultimately 
Henoe, these exceptions do not cootraaiot the universal 
applicability of the Law of Diminishing Utility 

Marginal Utility 

The conception of ‘marginal utility’ closely follows the 
Law of Diminishing Utility Acoordfng to the Law of 
Diminishing Utility the utility of each additional unit of 
a commodity diminishes, and the utility which the con- 
sumer derives from the unit which is at the end of 
sueoessive consumption of that commodity is spoken as 
the marginal or final utility Marginal utility may be 
positive, zero, or negative It is positive when a oonsamer 
has to cease hts act of oonsnmption, for one reason or 
the other, before reaching the point of full satisfaction 
Marginal utility is zero when the consumer reaches 
the margin of full satisfaction and wants no more the 
consumption of that commodity at that particular moment 
It is generally zero in the oase of free goods which can 
be had m plenty without any payment of any sort It is 
negative when the consumer is forced upon, willingly or 
unwillingly, to coutinue his consumption as to be dis 
tinctly detrimental to him 

In order to illustrate the meaning and conception of 
marginal utility more precisely and completely let us take 
the case of a hungry man who has a number of loaves of 
bread to appease bis hunger Let us assume that mar 
gmal utility from each successive unit is as follows — 
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Marginal Utility 

16 
6 
0 

—6 
-15 
— 30 

It is clear from the table given above that up to the 
consumption of six loaves of bread the utility is positive ; 
the utility of the seventh is zero and after that it becomes 
negative. Ordinarily, our utility does not reach the stage 
of zero utility as we have to make a money payment for 
every unit consumed or acquired by us. The same idea 
may be represented by the following diagram. 


Y 



Diagram illustrating diminishing utility, marginal 
utility and total utility 


Total Utility 



Units ot successive 
loaves of bread 
6 
6 

7 

8 
9 

10 
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Let OX represent the successive loaves of bread and 
OY the correspondiOR degrees of utility derived If the 
hungry man of our illustration cease'* Ins consumption 
after taking the sixth loaf of bread then at tbnt particular 
time the sixth unit ivi)! form the marginal loaf and the 
Utility derived by ita consumption will be known n« us 
marginal utilitj The marginal utility ot the sixih loaf 
of bread is 6 as represented in the diagram If he had 
stopped after consuming the seventh loaf of bread its 
marginal utility would be 0 Similarly, —5 will be the 
marginal utility of the eighth loaf of bread if hestretched 
hiH consumption to that limit 'Ihe ‘additional utility' 
refers to the utility derived by the added satisfartion of 
any single unit ip the course of consumption, and it is 
always spoken with reference to one unit consumed at 
any stage of consoniptiou Marginal utility is the amount 
of utility which is derived from the last umt ot supply 
of a commodity lu a continuous coosumplioii at a given 
time 

Total Utility 

Although the marginal utility of a commodity, as 
examined above, to a consumer dimimsbes with every 
increase m the amount of its «tock, tiie ‘total utility’ 
increases for a time ‘Total utility’ refers to the sum 
total of all the additional utilities derived by the oonsump 
tion of the whole stock of a commodity at a given period 
of time The increase m total utility, however, takes 
place at a diminishing rate, that is to eay, the increase 
is proportionally less than Ihe increase in stock To 
be more precise, the total utility increases up to the margin 
of full satisfaction, that is, the point of satiety after 
which It begins to decrease as any additional unit wiU 
produce disutility or negative utility Hence it has been 
truly observed that when the total utility of a commodity 
has reached its maximum, marginal utility is zero 
Reverting to the previous diagram, when seven loaves of 
bread are consumed the totaf utihty is 155 and the 
marginal utility is zero At this limit, the total utility 
IS at its maximum, and the marginal utility sinks to zero 
If he takes eight loaves the total utility is reduced to 160 
because the amount of disutility or dissatisfaction resulting 
from the eighth loaf of bread must be subtracted from 
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the total utility Hence, the total utility increases up to 
the point of satiety and it is at its, maximum when the 
marginal utility is zero. 

Consumer’s Surplus 

According to the Law of Diminishing Utility the utility 
diminishes with every addition in the stock of a commodity 
ihat a penson already has while the marginal utility of the 
ast unit of a commodity consumed at any given time just 
equals the sacrifice or price paid for its acquisition. 
Deviously, the utility derived from the earlier units of a 
iOmmodit^’ is very high and the price that a person would 
be prepared to pay for them would be correspondingly 
high. But in spite of varying amounts of satisfaction 
accruing from the successive units, the price paid for the 
different units is governed by the marginal unit purchased 
by a consumer. The price of all different units of the 
5ame commodity under competitive market conditions is 
the same at a particular time and place. Therefore, on all 
previous units consumed above the margin the consumer 
ilerives a surplus or an excess of satisfaction which is com- 
monly measured by the difference between the price that 
one would be willing to pay and tFat which is actually 
paddr "This "'is "called in~'ec^omic terminology as the 
'consumer’s surplus.’ Prof. Marshall has defined it thus : 
'*The excess of the price which he would be willing to pay , 
rather than go without the thing, over that which he 
actually does pay, is the economic measure of this surplus 
satisfaction.” 

Again, reverting 'to the example of the hungry man 
and keeping in view the gradually diminishing amount of 
satisfaction with each successive increase of his stock, let 
us assume that the loaves of bread are offered to him in 
succession and that each one is purchased at the following 
price without the knowledge of more to come. 


For the first loaf the consumer is willing to pay 

10 annas 

„ „ second 

JJ 

77 

77 

77 

8 annas - 

„ „ third 

1) 

>1 

•7 

77 

6 annas 

„ „ fourth 

7) 

77 

7) 

7) 

4 annas 

„ „ fifth 

77 

77 

77 

- 77 

3 annas 

„ „ sixth 

7? 

77 

77 

77 

1 anna 




Total 


32 annas 


(Ks. 2) 
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As the amount he is xrilhng to pay for each Ruccesswft 
loaf of bread measures the marginal utility of that loaf of 
bread to the consumer, it may be said that the total ntilit} 
of SIX loaves of bread to him is the sum total of the 
amounts paid for each additional unit, viz , 32 annas or 
Hs 2 But if at that particular time the market price 
were one anna per loaf of bread, it is certain that he 
would be charged one anna for every loaf of bread lu 
spite of his difienng satisfaction from the successive units, 
and that he would be required to pay six annas for all the 
loaves of bread consumed Thus owing to market oondi 
tions he obtains by spending six annas that satisfaction 
for which he would have been prepared to pay at least 
two rupees , and so we can say that the sum of one rupee, 
ten annas measures the surplus of satisfaction which he 
enjoys in his purchases as illnsirated in our example 
Consumer’s surplus, therefore, is, according to Prof Taussig 
"BifTereuce between the sum which measures total utility 
and that which measures total exchange valoe ” 

The conception of consumer's surplus may be repre- 
sented by the following diagram 


y 



Consnmer s Surplus 

Along OX are measured the units of loaves of bread 



UTILITY . 


71 


consumed, and along OY the price paid for each respective 
unit. In the purchase of OA. number of loaves of bread 
at the price OQ, or AB, the total cost involved is measured 
by the rectangle OABQ. Whereas in order to purchase 
OA uumber of loaves of bread he would have been prepared 
to pay ORB A. But as it is, all the units are purchased at 
OQ, price. The total utility obtained is represented by 
ORBA, the price paid is OQBA, and therefore, EQB con- 
stitutes the consumer’s surplus. 

This conception is of great importance in our econo- 
mic studies. It draws our attention to the familiar fact that 
the price of a commodity is not a true measurement of the t 
satisfaction derived from it. The price for a commodity 
may be very small but the satisfaction may be enormous — ' 
that is, there may be a large consumer’s surplus. It ena- ' 
bles us to determine the economic position of the different 
classes in a community and the stage of civilization achi- 
eved by its people. „Other things being equal, the higher 
the stage of civilization reached, the greater is the con- 
sumer’s surplus enjoyed by the people. Prof. Nicholson 
has criticised the conception of consumer’s surplus as 
purely arbitrary and illusory. He remarks: “Of what use 
is it to say that the utility of an income of £> iOO a year 
is worth & 1000 a year ?” Marshall in reply to his criti- 
cism writes that there is no avail in saying that. “But 
there might be use, when comparing life in Central Africa 
with life in England, in saying that, though the things 
which money will buy in Central Africa may on the ave- 
rage be as cheap there as here, yet there are so many 
things which cannot be bought there at all, that a person 
with a thousand a year there is not so well oft as a person 
with three or four hundred a year here. If a man pays 
Id. toll on a bridge, which saves him an additional drive 
that would cost a shilling, we do not say that the penny 
is worth a shilling, but that the penny together with the 
advantage offered to him by the bridge (the part it plays in 
his conjuncture) is worth a shilling for that day. Were 
the bridge swept away on a day on which he needed it, he 
would be in at least as bad a position as if he had been 
deprived of eleven pence.” Although the measurement of 
total utility and consumer’s surplus is more or less hypo- 
thetical, the consumer’s surplus obtained from the 



72 


A FIRST APPROACH TO ECONOMICS 


existence of cheap postal, telephonic and transport services, 
cheap newspaper and other articles of familiar use is a real 
and not an imaginary conception 

The Law of Equ! Marginal Utility or the Law of Substitution 
The law has been stated by Prof Marshall thus ‘ if 
a person has a thing whioh he can put to several uses he 
will distribute it between these uses in such a way that 
It has the same marginal utility in all For if it had a 
greater marginal utility in one use than another, he 
would gam by taking away some of it from the second 
use and applying it to the first 

It IS a matter of common observation and experience 
that every person tends to secure the maximum of 
satisfaction with the minimum of sacrifice or expense If 
a person has ten rupees for his expenditure he will try 
to spend them in the satisfaction of his competing wants 
m such a way that he obtains the maximum of utility 
out of the whole , and lu order to secure that end from | 
his given expenditure he will eo distribute bis expenses i 
on various items that the marginal utility dented from J 
the last unit of each purchase is approximately the same ij 
Similarly, when a man has a stock of, say, 20 seers of 
cotton he will so tend to adjust bis total oousumption 
for his clothing requirements that the Inst unit of cotton 
expended on one item bears practically the same amount 
of utility as that obtained on other items If he calou 
lates that the marginal utility of the last unit of cotton 
spent on shirts is less than the additional utility which he 
could have obtained by adding the same iiint on pyjama^ 
be would necessarily like to make the ohaiige and substi- 
tute the latter for the former tliereb^ nioreasiiig hts totsi 
satisfaction from the total stock possessed by him It 
has already been noticed that a oousumer usually stops 
purchasing or consuming an article at the point wheie 
the marginal utility of the addiiioual unit is just balanced 
*oj ummuj wfcvfi/ub ’iri/iiwgVJA/ vuvw, «/. 

IConsciously or unconsciously, everyone of us is continually 
iicomparmg the utility of one commodity with that of 
/janother and diverting his expenditure from a less 
Ijimportant commodity to a more important one whose 
j (satisfaction is expected to be greater "When a consumer 
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after a careful anrl judicious comparison of utilities tends 
to regulate his expenses on different articles of con- 
sumption in such a way as to yield equal marginal utility 
along each line of expenditure he is said to conform to 
{ the law of equi-marginal utility. The law states that the 
total utility derived from one’s expenditures is at its 
maximum, only if the marginal utility along each line 
of expenditure is equal or approximately the same. 

The law of equi-marginal utility is usually explained 
with reference to the use of money income which can be 
put to a number of uses, and it may be illustrated by the 
following hypothetical illustration. Let ns assume that 
at a given time a labourer has fourteen annas to purchase 
four commodities, flour, rice, ghee and sugar. Let us 
further assume that he spends his sum in one anna unit 
successively on various articles and the degrees of utility 
which he obtains from successive units of each of these 
articles are given' here on a diminishing scale and are 
represented by a number in each column. It may be 
added that according to market prices one anna gets each 
time in exchange eight chataks of flour, six chataks of 
rice, four chataks of sugar, and one cbatak of ghee. It 
will be clear with the aid of the following table of figures 
how it is possible for a sensible consumer to obtain a 
maximum of satisfaction if the marginal utilities at the 


end of each purchase are made the same. 

Table explaining the law of equi-marginal utility 

Names of commodities 

Degrees of utility from successive 
units 

Flour 

30 24 20 17 15 7 

Jffice • • * • 

25 19 18 ^0 7 6 

Sugar . . . . 

1 

22 15 9 6 4 2 

Ghee . . . . 

' 23 16 16, 12 8 6 


As each number in the above table represento the 
degrees of utility enjoyed by the outlay of one anna unit, 
it is obvious that the labourer would first of all choose 

umvERsrry of jodhpur librm 
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that UDit of commodity which promises to afford 
the greatest amount of satisfaction and the other 
units m order of their utilities Always keeping this 
object m Mew he will spend his fourteen annas 
in purchasing five umia of flour, four units of nee, 
two Uinta of sugar and three units of ghee to get the 
maximum amount of satisfaction, and it will be seen that 
in his attempt to obtain the maximum amount of utility 
out of Ins limited sum, he has spent it m such a way that 
the utility derived from the last unit along each line of 
expenditure tends to ba equal The total utility which he 
derives out of the given expenditure amounts to regarding 
fiour(30+ 24 + 20 + 1 7 + lo/ i* nee (25 + 194*18+16 + sugar 
(22+lB) + ghee (23+16+15), or 274 degrees of utility. 
Supposing if he changes the order and proportion of his 
expenditure then his total satisfaction will decrease consi* 
dorabi} Hence the law may be stated thus In order 
that the total utility maj be maximum the consumer should 
distribute his given iiioome lo such a way that the mar* 
[;inal utility on each hue of expenditure is made approxi- 
mately equal 

The law of equi-margtnal utility also applies to the 
Jis tnbutio n of income on future needs Along with the 
Resent uses of money a thoughtful consumer has equally 
to look to his future uses of money and distribute his 
income on differeut uses present and future in such a way 
that they will have in each the same marginal utility If 
a man receives an income of Bs 100 per month he will 
in order to get maximum total satisfaction out of his in* 
:,om6 will so distribute it between present and future needs 
that the marginal utility obtained from the last unit of 
monej spent on the satisfaction of present wants is just 
equal to the marginal utility to bo gained by saving the 
last unit of money to be spent in the satisfaction of his 
future needs. 

Ltmttattons to the law ofEqiit marginal Utility tn ptac- 
tical h/e— Although the labourer in our hypothetical illus- 
tration haa derived from his given expenditure maximum 
possible satisfaction by making marginal utilities along 
each line of expenditure equal, in practical life we are 
seldom able to make them so m spite of our constant eff'ort 
and natural predilection to attain that end The frequent 
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fl uctuation in prices is a great handicap in the attainment 
of’tliat end as it always upsets the pre-conceived calcula- 
tions. Supposing if the price of flour rises while the 
prices of other commodities remain the same then the 
satisfaction derived from the expenditure of one anna unit 
will be less than that obtained previously, and it becomes 
necessary to spend something more than one anna to bring 
the marginal utility of flour to its previous level. This 
will necessitate a curtailment of expenditure on other com- 
modities 'which in turn will upset completely the propor- 
tion of the distribiition of expenditure on difi’erent com- 
modities decided previous to the occurrence of the fluctua- 
tion in price. 

Again, many persons due to a variety of reasons either 
fail or do not care to weigh and balance judiciously and 
correctly the utility of their marginal expenditure on each 
commodity as a result of which they seldom get the maxi- 
mum .satisfaction out of their given income and repent for 
the mistake. They usually comfort themselves with the 
idea that the advantage to be gained is much less than the 
unnecessary time and trouble involved in the calculation 
of marginal utilities along each line of expenditure and in 
their adjustment from time to time. 

Scope and importance of the late of Equi-marginal utility — 
The law of equi-marginal utility in the sphere of consumn- 
tion applies not only to the spending of money for the 
satisfaction of present wants but also to the distribution 
of income for future uses. This also applies to a com -| ' 
modit y wh ich can be put to several uses and employed! 
for satisfying various wants. In the sphere of ’’ 

when a businessman or an organizer, in order to secure the 
maximum gain out of his investment, is substituting more 
profitable factor of production for a less profitable one and 
a more efficient one for a less efficient one, with the idea of 
bringing equal marginal returns from each factor of pro- 
duction, he is veritably conforming to the law of substitu- 
tion. It has also an important bearing upon distrib utioiyv 
inasmuch as this law lends weight to the advocacy of 
equal distribution of wealth amongst the various factors 
of production in order to maximize the social welfare. 
In exchange, the consumer tends to substitute a cheaper 
article for "a dearer one in order to satisfy his want. 



CHAPTER VI 

DEMAND AND SUPPLY 
The Meaung of Demand 

In Economics the term ‘demand’ is used m a very 
special and restricted sense Demand is not the same 
thing as desire By demand economists mean an “effective 
desire," that is, a desire which is backed by some means to 
ss^fy^it Such a desire oomea only from tEoia persons 
who have got the ahihty and toiiltngness to pay for that 
quantity of a commodiiy which they want to possess A 
cultivator may have a heeii desire or want to have a motor* 
oar but if he has got no means and willingness to pay for 
Its price, the mere desire, however strong it may be, will 
have no effect on the market conditions and hence it will 
constitute no demand in the economic sense Demand 
denotes a desire backed by money or other means to pur* 
chase the quantity desired by a person at a particular 
time Thus demaod implies three conditions (i) Desire 
for commodity, (lO means to puicbaseit, and (iii) willing* 
□ess to uffur the means of purchase to satisfy the desire 
/‘Demand’ and ‘Want’ are synonymous terms and have the 
'same meaning lu Ecouomics 

Bat as demand is closely related to price, and as our 
demand to purchase a certain thing depends to a very 
great extent on the price we have to pay lu exchange tor 
it, therefore, demand has oome to mean the quantity of a 
commodity which is demanded or purchased by people at 
a given price and at a particular period of time 

The quantity of a commodity demanded by a person 
nsually differs with different prices. We can have no idea 
of demand unless the price is mentioned Demand 
generally varies with the price Other things being equal, 
if the price is high the quantity demanded will be less, 
while it the price is low the demand for the commodity 
will rise 
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The Law of Demand 

The law of demand is obviously based upon the law of 
diminishing titilitj’ as the utility of each successive unit 
diminishes, the price which a person is willing to pay for 
the acquisition of the successive units goes on' decrea<;ing, 
and, therefore,’ the law of demand declares that the quan- 
tity demanded increases with a fall and decreases with a 
rise in the price of a commodity at any given time. 
Marshall has defined the law thus : “The greater the 
amount to be sold, the smaller must be the price at which 
it is offered in order that it ma}' find purchasers ; or, in 
other words, the amount demanded increases with a fall in 
price, and dimhiishes icith a rise in price.” The law of 
demand thus establishes a definite relation between the 
price and the quantity demanded, and it may be repre- 
sented by the following diagram. 


Y 



The Law of Demand 

Measuring along OX the quantity demanded and 
OY the prices it is shown that as the price falls from PO 
to p/Q the quantity demanded increases from ON to 
that is, the demand increases with a fall in price, an 
decreases with a rise in price, e.g., when prices rise from 
O'P to OP, the quantity decreases from OM to ON. 

^ It must, however, be pointed out that there does not 
exist any uniform relation between the quantity deman- 
ded and the price. If the price of a commodity is dou* 
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bled, it 18 not necessary that the quantity demanded 
be reduced to one-half The extent of the fall ni demand 
as a result of a rise iu price depends on many factors 
especially on the nature of the commodity in question. 
The law only indicates the tendency, that a rise in price 
diminishes demand, and a fall in price increases demand, 
tind it does not seek to establish, nor possibly it can, any 
quantitative relationship between demand and price, 
lloreover, the demand is influenced besides changes in price 
by such extraneous factors as changes m fashions, customs, 
tastes, the wealth ol the cuiumumty, the purchasing power 
of money and the influence of substitutes which may 
jointly or separately counteract the quantitative relation- 
ship arrived at any time between demand and price. So 
the Law of Demand declares ineiety that demand varies 
with price without uidicatiug by how much it is likely to 
be affected iu the case of any parncnlar commodity. If 
the price falls, demand increases, and if the price rises, 
demand falls. 

The Demad Schedule 

A demand schedule is composed of a list of the different 
amounts of a commodity which will be purchased at 
different prices at a particalar time and place. It ia 
always used with reference to a single commodity at a 
given period of time It may be an individual dtmand 
KchtduU or a matkel demand sdiedule, the former ludioatiug 
the quantities of a commodity which will be purchased 
by au individual at different prices, and the latter repre- 
senting the sum total of all the demanda for a given com- 
modity 111 a particular market at a particular period 
of time. 

Ordinarily, people do not stop to think about the 
varying amounts of a commodity that they would purchase 
at each possible price, but whenever a marked fluctuation 
takes place m the price of a commodity, they have to 
oonsiher seriuui/iy ‘Ans'KnruuiAi.T/i Sh/rft vijnra^iiiitsy ha, 
purchased at a price widely different from that to which 
they were accustomed previous to this change. To cite 
an example from the practical conditions of life, it may 
be pointed out that as a result of the excise duty levied 
on matches many people, particularly the poor, have 
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^deliberately reduced through every pi^ssible economy the 
consumption of matches to a marked degree. It is quite 
possible that the price of a commodity might rise so high 
that for a particular consumer it may become quite pro- 
hibitive resulting in a complete cessation of fiis consump- 
tion, or again, the price might fall so low at any other 
.season that the same consumer will purchase a sufficient 
quantity of it without any difficulty. Between these two 
extreme limits, a consumer has always to fix upon the 
varying amounts of a commodity to be purchased. Let 
us assume that a person having an income of Rs. 100 per 
month decides to frame a table or schedule in the follow- 
ing manner for ghee which he would purchase at each 
possible price during a month. 

If the price were Rs 6 or more, he would buy no ghee 


5) 

Rs. 5 he 

would buy 

1 sr. 

n 

Rs. 4 

11 

1) 

IV* srs. 

^ )> 

Rs. 3 

51 

51 

2 M 


Rs, 2 

55 

51 

3 » 

}) 

Re. i 

55 

15 

5 „ 

jj 

As. 16 

5) 

11 

6 „ 

jj 

As. 8 

55 

II 

8 „ 

This is called 

an individual 

demand 

schedule. The 


schedule given above represents the Law of Demand and 
indicates clearly that with every fall in the price of ghee 
the quantity demanded increases and vice versa. 

The above schedule may be graphically represented by 
a curve, known as the Demand Curve. 

Representing along OX the quantity of ghee demanded 
and along OY the prices, it can be read from the diagram 
that if the price is Rs. 5 per seer only one seer of ghee is 
demanded, while if the price is Rs. 3 per seer two seers of 
ghee would be purchased, and if the price falls so low as 
eight annas per seer he would demand eight seers of ghee. 
Systems of Demand 

An important fact about demand deserving our atten- 
tion is that all people, to whichever section of the society 
they may belong, demand things in groups. Man is a 
social being and his demands are determined partly by 
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his own tastes and inohnationa and partly by the standard 
of living of the society in which he moves about For 
instance, a college student’s demands for books, pencils, 


y 



‘ 'i ^ 8 

QuUNVlTY SfctRS 

The Demand Carve 


fountam-pen, mk, paper, a wrist watcb, bicycle, a couple 
of suits and some neoUties, etc , are all consUtnents of one 
massive group demand Prof Chapman writes “Quite 
strictly speaking, it is questionable whether there is such 
a thing as a detached demand for any article 
Individual tbiugs are almost, if not invariably, demanded 
as parts of a systematic whole ” 

He further adds that a person’s system of demand is 
only gradually built up, and it is only gradually modified 
In its initial form it is handed down to him by his parents, 
and this inheritance is supplemented, subtracted from, 
and remodelled, as an onicome of hio education and 
experience and the social influences brought to bear upon 
him 

Joint Demand "When two or more commodities are 
demanded simultaneously and the one cannot serve the 
purpose unless the other is secured, they are said to be m 
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joint demand. Iii the demand for knives, there exists a 
joint demand for knife blades and knife handles. 
Similarly', there is a joint demand for bricks, brick-layers, 
clay, lime, cement, masons, labourers, wood, iron, etc., in 
the construction of a house or building. Again, there is 
a joint demand for carriage and horses ; shoes and laces ; 
milk and sugar; tennis racket and tennis balls; aerated 
water and ice and so forth. There is, however, no fixed 
ratio in which complementary goods are demanded nor 
any hard and fast rules can be laid down respecting a 
large number of commodities which are in joint demand. 
For instance, there is a joint demand for lamps and 
chimneys but we cannot be definite of the ratio in which 
they would be demanded. 

Composite Demand. When a commodity is demanded 
for two or more different uses, the demand for it is spoken 
as composite. There are many articles which can be used 
for more than one purpose. Milk is demanded for 
drinking, for making ghee, butter, curd, cheese and 
sweets. Coal is used for generating steam, for heating 
and cooking purposes, etc. The composite demand for 
leather consists of different demands accruing from diffe- 
rent classes of people. A composite demand is also used 
to denote the total demand for a commodity from its 
various uses. 

Increase in Demand 

An increase in demand for a particular commodity 
denotes (i) that a greater amount of a commoditj' is 
demanded at the same price as before, or (ii) that the 
same amount of commodity is demanded as before even at 
a higher price. This tendency applies equally to the 
demand of an individual as well as of a market. Suppose 
the average demand of a market for milk is 50 maunds 
per day at three annas per seer. If on a festival day a 
larger quantity, viz., more than 50 maunds of milk is 
demanded at three annas per seer, or the usual quantity 
ispurchased at four annas per seer, it will constitute an 
example of an increase in demand for milk on that par- 
ticular day. This tendency may be graphically represen- 
ted by the following diagraru. 

Q 
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A-long ox IS measured llio quatititj of inill^ ‘lemaiided, 
and along OY is repioseuted the jirire DD tho old 
demand curve, wliile the new doniRiul ciir\B is ropre eiited 
^bv tho dotted curve D^D' Tho diagram illustrates the 
in demand by showing tliAt OA quantify of mi/fc 
is demanded at a higher price Al*', or that in increased 
quantity OB is demanded at the same price AB or ilN 



Diagram showing Increase in Demand 
Elatticity of Demand 

While studying tho Law of Demand it was pointed 
out that demand foi v. commodity vanes luversely with 
price that is, the demand increases as the price falls and 
ditnuuahes as the price rises Some variation is caused 
m the deranul for a commodity by a fall or rise m its 
price lliis sciisitivouoss or responsiveness of demand to 
changes in prices is known as tho elasticity of demand 
Howevei, tlio viriatiou in the quantity demanded in 
response to a chango ni price is not equally discetaible in 
all commodities Ulie demand for Fom^ commoditiCa 
increases or dtmimshes intioh more rapidly with a fall or 
rise lu their prices than others 

The demand for any commodity is said to bo elasite 
when a given rise or fall m price brings about an appre- 
ciable fall or nsQ in demand If ae a reaqlt of P fall m 
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the price of Parker Vaouumatic Fountain pen, a large 
number of students come forward with their demands, it 
maj7 be said that the demand of the student community 
for this particular pen is elastic. 

On the contrary, the demand for any commodity is 
said to be inelastic when a considerable rise or fall in price 
brings only a slight fall or rise in demand. For instance 
if the demand of a particular consumer for wheat does not 
tend to increase or decrease appreciably with a fall or rise 
iu its price, then his demand for wheat may be termed as 
inelastic. The demand for absolute necessaries is gene- 
rally inelastic though perfect inelasticity for any com- 
modity is seldom noticeable in practical life. 

Prof. Blarshall has defined elasticity of demand thus : 
“The elasticity of demand in the market is great or small 
.according as the amount demanded increases much or 
little for a given fall in price, and diminishes much or 
little for a given rise iu price.” The elasticity of demand 
commonly varies with the nature of the commodity and 
price. If...JJia,jmargmal -utility of a commodity. is very 
high and if..itJjilis_rapidIy_as.^its^Hob^jncr6ases then its 
deman(l~'will be mor e o r less iiielhsFio: THe^eTastioity of 
demand varies directly with the price ; it is great with 
high price and small with low price. 



/ The Elastic Demand Curve 
The notions of elastic ^.nd inelastic demand may also 
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be represented by the preceding and following dmgraiOs 
In the preceding diagram the demand curviT DD' 
represents the elastic demand for a commodity When 



The Inelastic Demand Curve 

the price is OR the quantity demanded is measured by 
OA Rut owing to a slight fall m price OR to OS the 
quantity increases to OB, which is very great. 

In the other diagram, thed6mandcurveDD'repre-.enl8 
the inelastic demand for commodity When the price 
13 PA or BO the quantity demanded is OA Bnt even 
when the price is considerably lowered to P'B or SO the 
quantity demanded shows only a slight increase mea'iired 
by OB As a general rale, it may be stated that the 
steeper the nature of the demand curve of a commodity, 
the less elastic is liLely to be the demand for it 
Variations m the Elaiticitj of Demand 

The elasticity of demand vanes with price But the 
terms high or low price signify only a relative and not 
tw eav.w. vihvih. u high, 

to a poor man or community may bo scarcely felt by a 
nob man or community as such the rich man for 
instance may consume to his entire satisfaction a com- 
modity whose price is almost prohibitive to a poor man, 
and even if a substantial fall were likely to happen in its 
price the latter would still find some difficulty macquirmf; 



DEMAND AND SUPPLY 


85 


the desired units of it. So the elasticity of demand 
without a reference to the class of people whose demand^ 
for a particular commodity we are considering bears no. 
meaning for practical purposes. Each particular class in 
a society has some rough standard regarding high medium 
and low prices and, therefor e, a price which is regarded; 
as high by^e poorer’claii” may be r^arded as^ m'edfum 
by'th'e middle class and yery^low by the ricir'class. The 
elastiGity"of 'demand ' for a commodity to one particular 
class of people is affected directly by the price. Prof. ^ 
Marshall has stated that ela stic ity of demand within any) 
class of society 'will Jjegreat for high '‘prices*, and '"great, ■ 
oFat' least considerable, for medium prices ; but it will ' 
decline as the price falls ; and gradually fades away if 
the fall goes so far that satiety level is reached by the 
members of that class. Hence we may conclude that 
the elasticity of demand due to changes in price varies 
for different commodities ; and even for the same 
commodity it is different for the different classes in a 
society. 

A few useful propositions in respect of elasticity of 
demand are given below : — 

1. The demand for necessaries is usually inelastic^ 
while for comforts and luxuries it is elastic : — The explana- 
tion of this general tendency is to be found in the fact 
that the articles of necessity cannot be dispensed with 
ns they must he obtained more or less in the same 
quantity for sustenance irrespective of the price charged 
.while the articles of comforts and luxuries can be 
dispensed with when their prices are high and can be 
purchased in larger quantities at the time of falling prices. 
It is remarked that in England the prices of salt, cheap 
medicines, many kinds of savours and flavours, eto., are 
so low even to the poorer classes that any fall in their 
price would hardly induce a considerable rise in the 
consumption of these. It shows that once when we have 
become accustomed to consume a sufficient quantity of 
a commodity at a given level of price any further fall in 
its price level will not cause anj' appreciable rise in 
our demand. But in poorer countries where even the 
absolute necessaries are wanting the demand for them is 
elastic. 



S6 A J-irSt ArrRo\cii ro economics 

2. Influence of vanety of «»€■« -— Gsiierellj speaLmR, 
a commodity has a more elastic demand if it is re<]uired 
for diffeient uses When its price ri>es it tends to be 
withdrawn from several uses, while when its price fall« 
the commodity is again applied to the previous uses 

3 Influence of mhsUtutes — The more smtible a substi- 
tute is available for a particular commodity, the more 
elastic IS liLely to be the demand for it If the price of 
tea, for some reason or other, shows a slight rise and the 
price of cofiee remams the same, man;} consumers of tea 
would begm to purchase coiTcetUusrcdurvng considerably 
the amount of tea demanded Similarly, if at any time the 
rates of electric light mctease, people will easilj divert 
:heir demand to its substitutes such as gas light or 
l^trftdni^-Jnmp As salt ha^ no satisfactory substitute, 
ts demand tends to bo inelastic 

4 Influence ofhahifi •—Generali}, the demand foi 
those commodities to the use of which people haio been 
for long Hooustomed tends to be inelastic foi they would 
buy woio or le'iS tlie same quantity in ca'-e the price rise®, 
whoicas tlie demand for those articles of wlncli the 
consumption has not become a matttr of liabit is elastic 
as a slight rise in price would leed to a posiponement of 
then purchases without ojtpcneucing any great mcou 
venieiice Ihe stronger the demand, the gi eater would 
be the inelasticitj of demand 

j 6 Influence of prices -~When prices are very high 
or very low the demaud is generally less elastic 'iho 
demand for rare wines, costly diamonds and pearls, 
expensive motor-cars and dresses, costly services of 
renowned doctors and banisters is speciitHy Lonfined to 
the people of the rich class a«d even if a considerable 
fall wore to happen in tboir puces it v'OJld liardly 
induce the people of middle and poor classes to oomo 
with their demands and thus constitute no appreciable 
difference in the quantity demauded Tlierelorfl at very 
high prices the demand of the poor classes tends to be 
inelastic Again, if the price of a commodity is veiy 
Tow eo that it is within the easy reach o' the most poor 
the demand for it is less elas>tio because a fall or increase 
in Its price will not consulate any inarhcd differonco in 
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the quantity demanded. Hence it follows tliat demand is 
more elastic at middling prices. 

6. Infiiience of distribution of wealth : — In general, tlie 
more equal the distribution of wealth within a community, 
the more elastic is likely to be the demand for most com- 
modities, whereas if there is an inequality of distribution 
and the wealth of the community manages to fail in the 
hands of the fortunate few the demand for most com- 
modities tends to become inelastic. Taussig has stated 
thus : “In general, elasticity of demand is increased by 
an equal distribution of wealth, while an unequal distri- 
bution leads to inelasticity in demand.’’ 

Meaning of Supply 

Like ‘demand,’ the term ‘supply’ is used in a very 
restricted sense in Economics. In the term ‘supply’ we 
do not include the entire stock that is present in the 
market of a particular commodity at a particular time. 
Only that much portion of the stock is treated as the 
supply which the sellers are prepared to offer for sale at 
the prevailing price. To quote Penson ; “The stock i.s 
the quautiby of goods that could be sold, the supply is 
the quantity that would be sold at a given price.” It is 
the quantity of a commodity that is ofltered for sale at a 
certain price at any given time. Like demand, supply is 
also affected by price, though in the opposite direction. 
More quantities of the same commodity are put for sale 
in the market when the price is high because a high price 
enables even those producers to sell who secost of pro- 
duction is a little too high. There is no such thing, there- 
fore, as supply apart from price. 

The Law of Supply 

Other things being equal, if the pries rises then the 
quantity offered for sale tend to increase and if the price 
decreases the supply will tend to decrease. For producing 
the same commodity, say motor-cars, different manufact- 
urer.s have their difi’erent costs cf production. A price 
which 'would yield profit to one may result iii a loss to 
another. When the price is high, even the inferior 
producers can'seli, but a low price forces thfem to be out 
of the market altogether. Thus the quantity supplied is 
affected by the changes In prices. 
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The Supply Schedule * 

A supply schedule is a list of the different amounts of 
a commoditj which the sellers are %villing to sell at each 
possible price in a particular market and at any given 
time A supply schedule can be either of an individual 
or of a market If there is a list showing the different 
quantities of a commodity that are supplied by a certain 
pioducer at different prices under given conditions, we 
have what is called an individual's supply schedule , but 
if tb© hat in question refers to the different quantities of 
a commodity that will be forthcoming in a market at 
different price’?, such a table is the supply schedule of a 
market 

For example, suppose under certain given conditions 
of production, the following quantities of 'ghee' are siip- 


plied at various prices 


Rs a n 

lU\a 

If the price were 1 0 0 porsr ihesupply of'ghee’ would bo CO 

1 8 0 „ 

u M 76 

M 2 0 0 

,» 126 

„ 2 8 0 „ 

„ , 200 

» 300 „ , 

u 250 


The schedule given above ropresenis the law ofsupply 
ami indicates clearly that with every rise in the price of 
‘ghee’ the quantity supplied increases and tice ie?«i This 
schedule may bo graphically represented by a curve 
known as the Supply Curve 

Represontnig along OX the quantity of ‘glieo’ supplied 
and along OY the prices, it is apparent from the diagram 
that when the price is rising the quantity supplied is 
going on increasing. 

Usei of Demand and Supply Schedules 

The services rendered by the*?© schedules to a student 
of Ecouomios as well as to a layman are multifarious 

1 Economic principles and ideas can bo graspea 
much more easily with the help of these schedules thau 
otherwise, for instance, how clear-cut the laws of de- 
mand and supply become when they are illustrated by 
means of «chedules 

2 These schedules explain the behaviour of the 
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purchasers and sellers when the changes in the market 
price take place. 

3. The understanding of the intricate problems of . 
the elasticity of demand and supply would have been a 
very difficult task but for these schedules. 



4.' The employment of these schedules brings in that 
much-sought-for mathematical exactitude and accuracy 
of ideas in matters economic and, consequently, help in 
the scientific advancement of this rather inexact science 
of Economics. 



OnAMER VII 

ECONOMICS OF SPENDING AND SAVING 

It la already explained that satiafaction of our wants 
comes through wealth which is got by our produotiva 
efforts In many cases people satisfy a oertam number of 
their wauts by thair own direct effort without the inter- 
vention of money income, more so in rural parts where 
villagers raise their own food crops, fimts and vegetables, 
bake their own bread, wash their clothes and supply many 
other needs directly owing to the plenty of time, space 
and opportunity at their disposal liowercr in the present 
age of moucy economy owing to improved means of trans- 
port and communication and a greater Kpcoiaiization of 
fnnotioQs the villagers too, like citirens, liaro become 
inoreasingly dependent for tho satisfaction of their wanth 
upon others as they have to part with some portion uf 
then income for the services rendered by others Hence, 
tt has become a usual practice to regard the satisfaction 
of wants as coming through income and a« being depen- 
dent on the process known as spending 
What Spending Denotes ? 

The idea of spending in modern times is very closely 
related to ‘shops and shopping ’ lu villages petty shop- 
keepers retail goods in smaller quantities m small thatched 
huts wherefrom the villagers mako their convenient pnr 
ohfses In larger cities where population is compatalively 
noh the stocks are large and varied the disDlay of fancy 
and attractive wares manufactured in far and wide coun- 
tries greatly stimulate tho demand of different cii'toincrs 
The villagers also find it imich convenient to male their 
purchases from the®o busy centre^ New wants spring up 
whenever they happen to come down to cities and notice 
therein goods expo-ed foi «a!e For them, too, shopping 
has now become the principal means of supplying tbcir 
SO 
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wants. Thus the satisfaction of most of our wants comes 
through the spending of income. 

A Historical Survey of Spending 

An account of the methods of spending prevalent in 
earlier periods of human history as well as in modern 
times will not be out of place. With the exception of a 
few big cities and towns where master craftsmen main- 
tained their shops for disposing of their articles, there 
were no suitable facilities in by-gone days of shopping in 
rural areas for the villagers. A villager formerly could 
get opportunities of shopping at frequent intervals when- 
ever any pedlar or hawker happened to visit his village. 
He maj' also be noticed at the present time in big cities 
and towns hawking his different articles for sale from one 
street to another accompanied by loud none the less 
attractive shoutings, and bis frequent visits witli his wares 
are still valued especially to the villages which are distantly 
situated from towns and cities and not connected with 
any system of roads or railways. 

Weeklj' or bi-weekly markets, otherwisu known ii.s 
j)ninih in Hindustani language, is anoth*r source of 
shopping to the village people. A particular daj' for a 
particular locality is fixed when buyers and .«el!ers meet 
together and make their required purchases. Tlie oiafls- 
men produce for the whole of the week and on the weekly 
day their goods are brought for sale. Such paintha aie 
still a eomiuou feature of Indian country towns where 
exchange Lra.nsactions iu goods like cereals, ghee, yarn, 
hides, country-made shoes, etc., are carried on on a faiily 
large scale. 

Again, siiopping opportunities are afiorded to the 
viliagens and towuis people alike by the celebration of fairs 
or melas iu various parts of the country at stated periods 
of the year. Some of the^e fairs are attended by n large 
number of buyers and sellers and bargains are stiuck 
according to the conditions of demand and supply. 

Exhibitions generally organized b3' district authorities 
or .such other public bodies are a modern phenomona and 
provide a good opportunity of shopping. At such occa- 
sions specimens of different articles of arti.stic designs 
produced by the most ingenious artisans are brought for 
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sale Sack exhibitions not only serve as an advertise 
ment to the consumers but also encourage the production 
of goods of finer quality by enlightening tlie ideas of 
craftsmen. But in modern times owing to the localization 
of markets in big cities and large towns and of petty 
shops in villages, the pedlars, weekly markets, fairs and 
exhibitions have lost their importance, but in our country 
these agencies still provide a chief and convenient means 
of shopping to the consumers 
General Principles of Spending 

The description given above is a brief historical 
accofiut of the vtay in which people have tried to seek oppor- 
tninties to spend their money income m satisfying their 
wants Let us now discuss the general principles which 
seem to underlie the spending of income The amount 
of satisfaction actually obtained through the spending of 
income depends for the most part on two things (I) the 
method of spending, and (2) the prices of goods and ser* 
vices that we purchase for consumption 

(1) Mithod of spending— deal, first, with the ques 
tiou of method Everyone as a coiisumor tends to secure 
from his expenditure oi consuuiption the greatest of 
utility over coat Peuson remarks that some people are 
gifted with a peculiar skill in making their money go a 
long way, and he enumerates the following five principles 
m order to prove difieiences in satisfactions with difi'erent 
people 

(j) Some persons have the knack of finding out the 
exact thing which will satisfy their want They are not 
carried away by the fashion of the time or the external 
appearance of things and remain quite safe from the 
pressure put upon them by a keen and persuasive sales- 
man or the extremely low prices ofi*ered to them for 
certain articles 

(«) They are good judges of quality Two kinds of 
material may to the unskilled eye look equally good 
whilst in aoluality the more attractive looking may in 
reality be of inferior qualitj and wear out more quickly 

(lit) They seem to know where things are to be had 
best and cheapest and are willing to take the trouble and 
incur extra time in going to such places 
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(ic) They inaj^ be what is called “good hands at a 
bargain,” and in that wa 3 ’- obtain some advantage in the 
shape of reduced prices, etc., for the commodity in 
question. Though in organised markets ‘higgling’ has 
become a thing of the past and fixed prices have begun 
to be quoted by the salesmen realising the unnecessary 
waste of time and energy, yet in India ‘higgling and 
bargaining’ is still a chief characteristic of markets be- 
cause large differences are sometimes found between the 
price demanded and those finally accepted. At such 
places these ‘good hands at a bargain’ get the desired 
thing at a lower price than that at which other less 
ignorant persons are found purchasing. 

(v) Again, some persons are able to make sound com- 
parisons between the claims of various competing wants 
both present and future. By making a comparison bet- 
ween different wants they try to distribute their income 
among the different items of expenditure in such a way 
a^ to obtain the same marginal utility in each case. 

(2) Prices of goods and Services~’^o deal with the 
second factor, viz., the prices of goods and services, the 
satisfaction which a man derives out of a certain amount 
of income depends also upon the prices of goods and ser- 
vices he pays for them. If the prices of goods and 
services are high, the income will buy less of articles and 
therefore, the satisfaction will be much smaller than when 
prices are low and, therefore, more goods can be pur- 
chased with the same income with a consequent greater 
satisafction to the consumer. It is good to point out the 
distinction between the ‘variation in the price of a parti- 
cular article and variation in prices in general.’ The rise 
in the price of a particular commodity does not materially 
affect our satisfaction unless it covers a major portion of 
our expenditure, whereas a rise in general price level will 
bring real decrease in our satisfaction if the correspon- 
ding increase in income has not taken place. Hence, it 
is the general level of prices that commonly indicates 
the amount of satisfaction which will be obtained by one 
at the time of spending his income in purchasing a certain 
' quantity and quality of goods and services for his require- 
ments. “If the price level is low, it is evident that the 
income will sufflcq for many more purchases, will bring a 
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Rreat amount of ■’ati^faction nnt if (ho price level ih 
hifih fewer things call be bought, and Ic-s satisfaction 
can be obtained ilie relation between tho price level 
and the purchase*! that oaii be made with a certain 
amount of money aery much resemble* tho action of a 
seesaw, prices being atone end and the purchasers at 
tilt, other When one end is down the other is up, and 
lice teisa'’ 

Relation of Saving to Spending 

Having briefly discussed the nature of spending, its 
historical background, the general principles that underlie 
the spending sido and the way m which maximum satis- 
faction can be secured by the cousumers, lot us now deal 
with the nature of saving and us relation to spending 
The mam object of income derived from economic activi- 
ties IS to satisfy one’s wants through spending but the 
whole of the income is not at onoo spent in satisfying 
personal wants A pait of the income is spent on social, 
leligious and other charitable purposes which are inoum- 
bent upon persons living iti a corporate society , while 
some of Its portion goos to the coffers of the State m the 
form of taxes which are also essential for the inamteuanoe 
of peace and order against foreign aggressions end the pro- 
motion of social well-being inside the country Personal 
expenditure is also of two kinds (i) piesent and (u) future 
The former is called spending in which immediate satisfac- 
tion of our wants is obtained, tho latter is called saving 
by which a man puts aside a certain portion of his wealth 
for his future wants Thus spending signifies that portion 
of the income which is directly consumed in the satisfac- 
tion of immediate wants 

The process of saving begins when the consumer stops 
pre‘!ont expenditure and begins to secure a greater surplus 
of utility from the saved wealth by applying it for future 
satisfactions But saving should not be mistaken for 
hoarding Mere burying money in the layers of the earth 
either to derive pleasure from its possession or to use it in^ 
tunes of need is not saving Saving in the economic sense ' 
implies the presence of two essential conditions, viz , 

(i) postponement of present consumption of goods, and 

(ii) turning of wealth into capital by deliberately putting 
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it to productive purposes. Savings are turned into capital 
tlirough various methods. We may employ the saved 
wealth for further production of wealth, or we may put 
our savings to the direction of other experts who are more 
capable for producing wealth, or v,’e may deposit our 
savings in banks which in turn invest them in some pro- 
mising enterprises. 

For a clear understanding of what we have said above 
the following diagram should bo read intelligently. 

Income 

I 

15 spent in. 


Personal objects Social objects 


Immediate wants Future wants 

(Spending) (Saving) 


Voluntary payments Compulsory payments 

(Charity) (Taxation) 

How income is spent 

The motives leading persons to save are the sense of 
duty towards oue’.s dependents, the future vagueness ever- 
haunting in the shape of illness, trade depression, unem- 
ployment or emergencies, etc., and the idea of making 
provisions for the old age when bodily organs cease to 
function properly and consumption remains the sole pur- 
pose of existence. The rate of interest is also one of the 
powerful factors inasmuch as it determines to a great 
extent the amount of saving a man makes. Ordinarily 
a higher rate of interest will induce people more to save 
for it will bring an increased income for a fuller- life in 
the future. 

Although wo have divided spending and saving into 
separate compartments, if analysed critically it would 
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eeom tliat lljoy have one th tjg in common As Penson 
states “In both cases trcalt,li xs Riven m exchange for 
certain goods ami services, bnt the difference is that the 
goods and services are not put to tho same use In the 
case of spending tho goods and services are applied 
directly to the satisfaction of wants in the case of saving, 
tho goods and services are applied to the production of 
othei wealth, and so they bring satisfaction of wants 
indirectly instead of directly Spending and 

saving arc both essential features of our every dayfecoiiomio 
life Wealth is only produced because there is the desire 
to consnmo it but since capital, the result of saving, is 
one of the neoessary factors of production, wealth must 
not only be produced for present consumption, it must be 
produced also for consumption at a future date' Qide 
•writes that apending and saving are one and the same 
thing inasmuch as saving also leads to consumption — to 
spending Money that is saved is always ultimately spent 
for some purpose Only instead of being spent by Us 
owner, it is, perhaps, spent by those who received it from 
him as borrowers, as labourers, or as sellers of goods 
What does it matter, from the standpoint of social pro* 
duction whether money bo spent by me or by another 
person ? 

Spending veistu sotiny— The controversy regarding 
the merits and dements of saving and spending requires 
a few observations and explanations Some writers 
advocate spending against saving and prove that spend* 
mg of incomes is the best way to benefit tho society at 
large, while the opposite school of thought denies the 
truth of the argument and regards saving as the best 
means for the social well being of the community Those 
who advocate spending niamtam that a free spending 
even though it may involve some wastefulness promotes 
business, trade and industry thereby increasing the in* 
come and profits of labourers, merchants and producers 
It IS fee this teasQU that misers have been ridiculed as pests 
of society But this is totally an erroneous view The 
production of oommodities, which, can only take place 
with the help of capital will suffer enormously because 
after a short time in the absence of saving a shortage of 
capital will bo fplt qs ^ penult of which the xqduUrial 
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progress will be handicapped and prices will tend to rise 
affecting the interests of consumers adversely. It is not 
a sound economic policy to spend all and save nothing. 
On the contrary, if according to the protagonists of 
saving all were to save and invest their monej' in indus- 
trial enterprises for turning out different sorts of com- 
modities for the people, the question arises who will 
purchase the increased output when the strictest economy 
is observed in consumption. The demand will 
fall much short of the total output and , the whole 
market will be glutted with useless articles with the 
consequence that the country’s resources will run to 
waste causing a complete economic deadlock. So this 
view is equally misleading and absurd. The truth, in 
reality, lies between the two extreme views. Both are 
necessary for economic well-being and prosperity ; a 
balance between production and consumption, between, 
effort and satisfaction is necessary in order to secure the 
maximum efficiency for each. Spending is the most 
important of all economic operations. The utility of 
saving from the social and economic standpoints is also 
very important and no progressive nation can afford to 
neglect it inasmuch as it tends to put capital at our dis- 
iposal for further production of wealth. Under normal 
conditions the rate of interest adjusts the balance between 
■saving and spending. 

•The Social Side of Spending 

Having discussed spending from the purely economic 
and individual point of view let us now proceed to exam- 
ine the social side of spending, that is to say, how the 
, welfare of the society is affected when an individual 
attempts to spend his income for the satisfaction' of his 
own wants. From the economic point of view an indivi- 
dual seeks to secure maximum of gratification out of a 
given amount of income ordinarily unmindful of the 
effects which his spending will exercise on the .well- 
being of others. Also from the individual point of view 
no spending can be a waste unless there is a miscalculat- 
ion because he pays, as we have learnt elsewhere, for an 
article only up to the margin at which satisfactioti equals 
^price and beyond that he discontinues purchasing. But 
Irpm .the social point of yio'w such a kind of expendi^re 
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in which the individual hasdorive 1 theraastmum satisfac- 
tion from his income may not bo iti the best interests 
of society and, on the contrary, may prove injurious to 
the general interests of society ilaii is a social creature , 
his actions affect others as well as himself, and this is 
why individual liberties m spending are hemmed m with 
certain state laws and regulations where pereonal actions 
are considered to be pernicious to the general interests 
of society 

State inter feience tn spending — Voluntary as well as 
compulsory spending of individuals affects society to a 
great extent Our consumption decides the nature of 
production in the country, our chanties as well as the 
taxes we pay affect the well being of the society, therefore, 
society has a right to control our consumption, and extreme 
views are held regarding the extent to which the State 
should control the expenditure of an individual Other 
people maintain that as oonsnciption is not a matter of 
any rule or regolatioo, the State should not interfere in 
our consumption It depends upon our taste, custom, 
standard of living, and various other factors , the society 
cannot dictate that people should consume this thing ana 
abstain from that thing But the more moderate opinion 
and, possibly right too, is that individuals should be 
allowed to enjoy as much of freedom as possible lu their 
methods of expenditure or consumption, but in those in- 
stances where any form of expenditure is distinctly in- 
jurious to the individual consumer or to other members 
of society the sale of such things should be controlled or 
regulated by the State 

In every country of note legislative measures in some 
former the other have been enacted by way of regulating 
the sale and consumption of certain harmful commodities 
in order to achieve the best interests of society For 
example, certain restrictions are placed on the sale of 
drxoks Ou^v Jioensed salesmen in 
particular places and at particular hours of the day can 
sell these intoxicating liqnors and drugs The sale of 
poisonous drugs like opium, cocaine, etc , is totally prohi- 
bited to children Again, definite quantities have been 
also fixed by State regulations beyond which a licensed 
seller is not authorized to sell his licensed articles All 
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these precautionary measures have been taken by Govern- 
ment because an unrestricted sale of such injurious 
articles generally leads to a great deal of dtunkeuness 
resulting m poverty, inefficiency, crime and social degra- 
dation. 

Besides these I'estrietions on injurious drugs and 
alcoholic drinks, the state also protects the interests of 
consumers against the adulteration of goods particularly 
of the food articles such as milk, ghee, sweets, etc., 
essential for the bodily development, and the adulteration 
of which with some inferior or stale quality of articles 
leads to serious consequences. Food inspectors and public 
analysts ai’e appointed to have a watch on the required 
quality of articles and instances are not lacking where 
ofifenders are given exemplary punishments for their 
unfair dealings. Hence, in the better interests of the 
society, these restrictions have been rightly imposed. 

Spending and the Producers 

The basis of our productive activities lies deep hidden 
in onr demands meaning thereby that our demand for a 
particular article or service tends to stimulate its produc- 
tion. Thus spending gives direction to the production of 
a commodity in a country. For this reason alone our 
spending should be a wise one and our economic policy 
should always be to employ our capital and labour in 
industries which are of greater social advantage in pre- 
ference to those which produce goods giving only a pas- 
sing satisfaction or satisfying some whimsical or less 
useful demand of the people, if people get into the habit 
of wine drinking the inevitable result would be that 
capital and labour of the community which could have 
been more profitably employed in industries of greater 
social advantage will'be diverted to the manufacture of 
intoxicating liquors with the consequences that besides 
the deteriorating efifects on the health of the consumers, 
it will also affect adversely the interests of other mem- 
bers of society in a variety of ways. Hence, the drain- 
age of productive forces from useful channels to less 
useful ones is oondemnable both from social and economic 
points of view. 

Spending of one class of consumers aflfects also that 
of other classes of consumers. The luxurious expenditure 
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of a few persons may affect tlie supply of necessaries of 
the rest of the commvimty £or m ns absence all the 
labour and capital which are now expended on the 
production of luxuries would have been devoted to the 
production of necessaries of life Such extravagant 
demands in general tend to produce the total welfare of 
society 

Spending and Idler* 

Just as a particular set of consumers due to their 
whimsical demand for iieeting oiiioyments brings about a 
reduction in the general nelfare of the community 
similarly the presence of a class of idlers in a oommunitj 
brings about a reduction in the total national wealth and 
thus damages the economio welfare of the community 
The idlers are spoken of as parasites and a dram on the 
wealth of the community as they only consume and do 
not aid in augmenting the total stock of national wealth 
No doubt, many fortunate persons after mhenliog large 
riches from their ancestors pass a life of ease and luxury 
without putting m any additional work for the increase 
of national dividend, but their case may be defended to 
a certain degree on the score that they are now enjoying 
the fruits of tbeir (ancestor's) past labour But on wbat 
moral, social or economic grounds can we defend the 
case of those able bodied idlers who are neither noli nor 
have inherited any property of their own consume the 
wealth of the society without adding one iota to the 
wealth of the community This is one of the very com- 
mon criticisms levelled again'^t the institution of beggary 
in India where huge crowds of sturdy mendicants and 
habitual idlers lo the garb of true sanyam pro-.per like 
drones on the wealth produced by the industrious mem 
bers of the country The able bodied professional beggars 
could easily support themselves by work if they chose to 
do so It must also be admitted at the same time that 
our thoughtless and promiscuous habit of giving chanty, 
offierwise known as a/ras 

mendicants whose corruption is no secret encourages their 
idleness, inactivity and vagrancy as they find it much 
more easy and comfortable to live by begging than by 
working with their own bands The problem is a grave 
social problem as to gome castes begging and liviug m 
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this world with all the paraphernalia of family enjoyments 
and luxuries, without working and depending upon the 
frugal charities of others, appears as a hereditary privilege. 
Thus the total amount of national wealth is reduced and 
over and above that a tremendous amount of wealth can be 
produced and utilized for increasing industrial 'activities 
of the country if they are only made and taught to do 
work. By this we do not mean that charity should 
altogether stop. Paupers who cannot work for a living, 
helpless widows and orphans, the blind and the cripple 
must all be supported 1:13^ the community as it should be 
our bounden duty to help the suflfering humanity. Only 
the truly deserving should receive our greatest considera- 
tions and the mendicancy should be discouraged at all 
costs in order to increase the productivity of the nation 
and the economic welfare of the country. 

The Problem of Luxuries 

The subject of luxury is a bit complicated one as the 
views expressed by economists regarding it are sometimes 
diametrically opposite. In fact much of the controversy 
has been due to a lack of a proper handling of the subject 
and owing to the variable nature of the definition itself. 
Some people justify the consumption of luxuries while 
others are equally emphatic in their condemnation. Let 
us attempt to arrive at a correct definition in order to 
have a proper knowledge of the subject and to avoid all 
possible entanglements ? 

Luxuries are those commodities which are not indis- 
pensable to life or industrial efficiency ; they mean the 
gratification of a .superfluous want. But they are not 
-condemnable on that score, for, as Voltaire said,. . . .the 
superfluous is also very necessary. Luxuries can be 
advocated provided they tend to raise the standard of 
life b3' stimulating consumption and production, and, as 
one learned economist remarks, ‘we may properly wish 
that everybody, even the poorest people, might have a 
little of the superfluous, and consequently a luxury.’ _ It 
is also an admitted fact that the present stage of civiliza- 
tion could not have been achieved without the multiplica- 
tion of new wants which have been always at first 
reganled as superfluous and hence luxurious. With the 
advance of civilization and the cheapening of the comr 
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moditiDs m cousequeuco of tlio marvellons iraprovemontg 
m tlio mtansof produclion, the luxuries of jcHorday are 
fastly bcoomiDK the necessanes of todaj And had we 
suppressed all our desires for luxuries in purcuanco of the 
dictates of all those who condemn luxuric'*, we wou! I 
have closed the very doors of economic progrc'is and 
should ha\o wandoied today olso liLo the brute savages 
lu tlio remotest periods of history Keeping in view these 
beneficial efftols accruing from luxuries, their wliolesalo 
condoiniiation is nut jiisurinble 
I Good ijomlt about luxuries 

(n) Iho desire for luxuries is a mark of progress and 
at the aanio time a attmulas to invention and to productive 
improvements ilanj people put forth their best eflbrt 
oulj hecaiise thej want to indulge ni luxuries In ll o 
absence of anj de«ire to oonsurao luxuries much of tlie 
ccase'c«3 ccouotnic activity and enterprise that wo notice 
all nrouni! us would bo conspicuous by its absence It h 
duo to this firo of anibtiion that man tal es all soils of 
enterprists with the expectation that bo will ciijij a fnllor 
hfc having a complete command over ibc most tx} (.nsivo 
luxuries of life Many economists ))oint out tl at the 
sxistcnco of luxuries in a community is an indicuiion of 
a progrossivo slate of society 

{&} Expendiluie on luxuries lends to a transference of 
wealth from the ricli to the poor who can make a better 
use of it by satisfying llioir more urgent wants 

(c) Iho beneCcial effect of luxuries can bo noticed in 
other directions as well They are regarded ns a very 
sound and reasonable check against any increase in pcpula 
tion boyond the limit of subsistence becHuso in the very 
nature of things people resorting to the us© of luxuries 
will form ft comparatively high standard of comfort below 
which they would not like to hvo, and would, therefore at 
all costs tend to maintain the Fame standard of comfort 
even refusing marriage, and if their financial conditions 
permit marriage they will refuse to have many cbildreii if 
they in any way seem to make encroachments upon their 
standard of life It needs no comment that in poor 
families m the ab»ence of ary fixed stand ird of life, 
children are ushered into this world indi oriininattly with 
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out having any provision for their livelihood with the 
result that they — ill-nourished, ill-clothed like their 
parents — also suffer from industrial inefficiency making 
the situation still cumulative. 

(d) A sort of provision against a national disaster is 
constituted by luxury in the form of costly ornaments, etc. 
The possession of articles of luxury is a great security to 
tide over any critical period. 

(e) To the extent that the production of things of 
luxury' stimulates high grade and artistic labour there is a 
social value for that kind of luxury but many of the wants 
for luxuries are quite debased and, therefore, injurious to 
the interests of society. 

2. Luxuries tohicfi are socialltfcondemnable and unjustifiable. 

Luxury is condemnable only when it results in waste- 
fulness, when it endangers the productive forces of the 
wealth-producing members of the community and when 
the satisfaction obtained by its consumption is seriously 
disproportionate to the social labour consumed. Prof. 
Gride has dealt with this conception so critically that no 
apology is required to quote it in extenso. He writes : 
“From the point of view of society, the sole criterion of 
wastefulness is not the amount of money spent but the quan- 
tity of tcealth or labour consumed in the satisfaction of a 
given want. It must always be borne in mind that the 
sum total of existing wealth is insufficient to satisfy even 
the elementary wants of the greater part of mankind, and 
that the productive forces which provide and increase our 
stock of wealth, — land, labour and capital — are all limited 
in quantity. All this is a problem of proportion. Unjusti- 
fiable luxury or prodigality consists in a disproportion 
between the amount of social labour consumed, and the 
degree of individual satisfaction obtained.” 

(a) The economic ideal should be necessaries for all 
before luxuries for any : luxury becomes a very great evil 
it the rich spend a large wealth in wasteful luxuries when 
a large number of persons goes ill-bred, ill-olothod and 
ill-housed. In India the luxury of this type is largely 
prevalent where the manifestations of the inequality of 
incomes are far more pronounced than elsewhere in the 
world. When millionaires roll in wasteful luxuries while 



104 


A miST APPROACH to ECONOMICS 


file industrious wealth-prodncing members sulFer from the 
lack of a proper nourishment bordering almost on actual 
starvation, surely this is an evil of the greatest magnitude 
for in the long luii it is loo detrimental to the productive 
forces of a nation It is pointed out tliat in tlie pio'sperity 
of the working classes lies the prospeiity of the rich , it 
the standard of comfort of the work people upon whose 
labours depend their luxurious modt»s of life shows any 
fall for lack of good nonrislimeut, proper clothing or 
healthful homes, the con&equeiices to the rich will no 
more be salutary 

(6) 'Ihe evil efteets of luxuries are all the more con- 
demuable when the poor indulge in luxuries llie large 
sums which the poor people spent dail^ for dunk are not 
at all justifiable from the social, economic or moral point 
of view Nothing to speak of the pool work-people 
possessing slender purses, families once prosperous and 
fiounshing have been stamped out beyond any hope of 
regeneration on account of the cankeruns habit of wiiie- 
drinking “Drunkenness,” writes Prof Gide, “is a terrible 
form ot Iuxtir>, more ruinous than any other at lea«t fur 
the poorer classes of society— most other luxuries being 
inaccessible to them ” 

(c) The popular belief that luxuries give employment 
to labour, that extravagant expendituie on capricious 
luxuries is ‘ good for trade” is quite erroneous and 
misleading It is true that luxuries may give certain 
business a stimulus Diit it remains to be seen whether 
or not the expenditure in the manufactnie of luxuries has 
been rightly incurred and is in the best inteiestb of society 
Indeed the demand for luxuries creates a demand for work 
but it must bo noted that the consumers of luxuries are 
making use of labour and capital winch could liave been 
invested m several industries raanutaotunng goods re- 
quired by the community for the'-ulisfaction of iLoir mo^t 
intense wants, and in which more workers could be ein 
ployed than the workers who are engaged in producing 
the articles of luxury So there would be an equal em- 
ploy meat if the money were expended in some other 
industries giving more useful employment by the pr > 
duction of much more useful commodities from the poi t 
of view of society 
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3, ' Are Woi’lts of Arts Luxuries ? 

Opinions are divided and some economists prefer to 
classify the works of art under luxuries But in the light 
of our definition we have quoted in one of the preceding 
pages, it should be noticed that genuine art does not 
require efforts and sacrifices disproportionate to the plea- 
sure derived by the community at large, as a few days 
labour of the artist is sufficient to provide exquisite en- 
joyment that may be repeated throughout succeeding 
generations of mankind. Therefore, art is a justifiable 
luxury. Rare and beautiful works of art such as Raphael’s 
paintings, the frescoes of Ajanta, or an exquisite works 
of architecture like the Taj Mahal always produce good 
eflfects, and the satisfaction obtained is much greater than 
the social labour consumed in their production. 

What ii Waste ? 

We have discussed so far about the social side of 
spending and pointed out therein that individual spending 
sometimes results in wasteful consumption if considered 
from the point of view of society ; let us now prepare 
ourselves to understand the economic significance of the 
term ‘waste.’ By waste we mean spending money without 
a corresponding amount of satisfaction in return or 
making eflforts which do not bring a corresponding return 
ill satisfaction. 

Luxurious expenditure such as in marriage festivities 
when large sums of monej^ are spent away in the display 
of grand banquets and fire-works, etc., is a sheer waste 
from the social point of view as the fleeting enjoyment 
involves a very disproportionate expenditure of labour 
and capital, though from the individual standpoint it is 
not a waste for the satisfaction is proportional to sacrifice 
involved. The amount of labour and capital now ex- 
pended on a fleeting enjoy’ment might have been applied 
to more permanent uses so as to .secure the maximum 
advantage to society. 

From the point of an individual, diflferent examples 
can be taken as illustrations of waste, e. g., when milk is 
spilt by mistake or fruits go rot and become uneatable or 
other articles of consumption do not yield full satisfaction 
to the consumer in proportion to the efforts undergone 
for their acquisition. 
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In a similar manner, destruction of -wealth, whether 
accidental or intentional and which brings with it no 
satisfaction at all, la always an instance of wa«te The 
replacement of the destroyed or spoilt wealth does not give 
additional satisfaction bnpposing, if houses are destroyed 
as a resnit of Ore or an earthquake some ignorant people 
may derive consolation on the ground that this breakage 
or wastage will furnish masons, carpenters, blacksmiths 
and other persons connected with the building trade with 
extra work, thereby, quickening the industrial activity , 
but this IS totall} an erroneous idea if considered from 
the general interests of the society for the money that is 
DOW used to replace the lost houses oould have been 
utilized in some other branolies of productive activities 
making the trade and industrial activity equally good and 
brisk On the contrary, the owners of the houbcs whose 
services they would have utilized for a much longer 
period of tune are suddenly called upon to undertake this 
extra expeudituro in robuildiog the houses without getting 
any cortespouduig satisfaction 
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FAMILY BUDGETS 

A complete statement of /the various incomes and 
expenditures of a family during a certain ig called a 

family budget. It is evident tliat the expenditure of 
different people depends upon habits, custc^mg climatic 
conditions, ideals of life an<l the various phj’siologieal 
needs, but a detailed study of the various eJtpeuditures of 
different families is both interesting and h'^tructive. In 
JgJjgxfi} ^ 

ber of German families living in different (.ireumsiances 
of life, and on the basis of these pointed out there is 
a marked uniformity in the habits of co,,gnni]iiion of 
very many clas.ses of people. The general r^gupg f,j-rived 
fft by Dr. Engel about expenditure kuov/n a^ (.jjg Engel’s 
L aw of Co nsumption^are : — 

1. As the income of a family increases, tlie.percentage 
of expenditure on food diminishes ; 

2. The percentage of expenditure on cIotjjj„g remains 
approximately the same ; 

3. The percentage of expenditure on 

light also remains nearly the same ; ’ 

4. As income increases, a constantly browing per- 

centage is spent on comforts of life, such • education 
health, recreation, amusements, etc. ’ 
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Table thowins the reinlU of Dr. Engel’, lere.llgatlon. 


Items 

Labourers Fa- 
luily Income 
£ do to bO 
a year 

Middle Class 
Family Income 
£yO to £ 120 
a year 

Well to do Fa- 
mily Income 
£ IDO to £200 
a year 

Food 

GO per cent 

GO per cent 

50 per cent. 

Clothing 


18 

18 „ 

Bent 

12 „ 

, 12 .. 

12 

Fuel & light 

It 

B „ 

B „ 

Education 

2 

Bt „ 

„ 

Health 

1 tt 

o 

3 „ 

Bocreation 
and amuse 
ments, oto 



^.t 

CG^„ 


It ma), ht^vever, bo notlS^ that tbe proportion of 
expendjtnro, in a family of a particular clas^, on food, 
olothmt;, reoreatious, ale , is not tlie same lu all the 
countries Differences in habits, customs, eto are res- 
ponsible for 60 man^ lanntions in one's expenditure 
The results of (lie stud^ of IJoinbai ’Worknifj Class 
'Dudgets by Fiiidlo} Shirras also confirm the oonclusioiis 
of Dr Engel 

To an Indian student the task of collecting the statistics 
of consumptiou of Indian fAUiihes is not an easy one 
Illiteracy among the masses, differences in the ideals of 
life, various social divisions and the caste system do not 
allow any Cxuig of a standard of consumption, hut at- 
tempts should be made to collect carefully the Indian 
statistics of consumption It is difficult to get accurate 
and correct statement of income and expenditure of a 
family but, however, by potting carefully selected ques 
tions information can be gathered and all sources of errors 
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eliminated. The duty of the investigator is to put the 
information so collected in a manner which may easily be 
understood by all and be a source of education and 
guidance to the people of the country. The following 
two specimen budgets of consumption of the families of a 
middle class man and a labourer will give sufficient 
guidance to the student of Indian Economics. 

Budget of Consumption of Mohna 

Name and address of the head 

of the family Mohna resident of Tahsil Farid- 

pur, District Bareilly. 

Number of members in the 

family Men 2, Females 2, Children 2, 

Total 6. 

Occupation Carpenter 

-Budget op Consumption fob (Period) onb month 

Rs. a. p. 

Income from his profession . . , . 210 0 

Income from other sources (His brother is 

employed in a shop) . . . . 10 0 0 

Total 31 0 0 

Introduction 

Mohna has to support a big family consisting of him- 
self, his wife, mother, younger brother and two daughters 
Vaged 9 and 7 years. His wages are 12 annas per day and 
, in this particular month he worked for 28 days in the 
house of a local zamindar, while his brother is employed 
in a cloth dealer’s shop. The mode of living of the family 
is very poor and with difficulty income suffices for the 
maintenance of the members of the family. He lives in 
a very small TcachcTia house in a congested part of the 
town. The sanitary condition of the surroundings is very 
unhealthy and keeps the members in a weak state of 
health. Mohna is also habituated to alcoholic drinks once 
or twice a week. 

The entire family is illiterate and the daughters are 
not sent to the local girls’ school. 
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petaiU of the Budget of ContumpUon 


Items of Expeu- 
(iituie 

Expenses 

Percen- 

tage 

i. food. 

Wiieat Flour 
Gram Flour 
Harley & .Iwar 
Rica 

PulsosjUrd, 
I\I a s u r and 
Arhar 

3 0 0 
10 0 

I 8 0 

1 8 0 

1 8 0 


Total . . 

S 8 0 

27 43 

2. Other Articles oj 
Food. 

Ghee , . 

I 6 6 


Mastard oil . . 
Sugar & Gar . . 

0 8 6 

0 14 0 


Spices & Salt 

0 10 0 


Vegetables 

0 12 0 


Fruits 

0 3 0 


Sweetmeats .. 

1 14 0 


Milk 

0 15 0 


Total . . 

7 3 0 

23-3 

3. Clothing and 
Shoes. 

Shoes 

2 Caps 

1 Shirt 

Chadar 

14 0 

0 6 0 

0 14 0 
13 0 


Total . . 

3 10 0 
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36srs @ J2sr8 arnpee 
‘4 „ (^14 „ „ „ 
•i8V„ „ 19 „ „ ,, 

M M 6 „ „ „ 

Uril S ttS.jMasur 4 as., 
Arhar 12 as. 


srs. @E9. 1-2 per 
seer. 

H seer. 

As. 8 Sugar, Gar 3 
seers. 

Salt as 2, Assorted 
spices 8 as. 


green vegetables. 

Generallj betakes no 
fraits except when 
they are very cheap. 

1 anna per day for 
daughters and self. 

6 pies per day for 
daughter. 
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Items of Expen- 
diture 


Expenses 


1 8 0 


Percen- 

tage 


4-83 


4. Rent . . 

5. Fuel and light 
Fuel 

Dung cakes . . 
Kerosene oil 
Vegetable oil 

Total 

6. Education and 
Health. 

Medicines . . 

Total 

7. Intoxicants, 
amusements 
and guests, 

(a) Wine 

(b) Dangal 

Ticket . . 

Total 

8. Social and reli- 
gious. 

Marriage Tika 

Religious 
Katha in a 
temple 

Total 


10 0 

0 6 0 

0 5 0 

0 3 0 

il,,- 

1 14 0 

6 05 


l%- 

0 10 0 


0 10 0 

2-01 

2 4 0 


o 

o 


2 8 0 

8-06 

10 0 


0 2 0 


12 0 

3-62 


Rates, Quantity and 
Remarks. 


Per month. 


2 bottles. 


His daughter was ill 
for a week. 


Tika in a marriage 
of his cousin. 
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Graph showing the Budget of Consumption 
of Mohna’s family 
Period; One month. 

Total Income Es. 31 

Scale OX l// = Rs. 10 


Scale OY 


‘20 per cent. 




jW^l^baving and Investments 7* 7 86% 

■Sr-Sr-er-er-er-a-er-er-er-er-er-er-er-er-er-er-er-er 

JlUscellaneous 5' 26% g 26®/ 

■a-a-a-a:;:er;er;eHa:;a-Si-er:era:JSr-a-a-a--er ® 

Social and Religious 3*62°/o 3'62®/„ 

pyysb*iP'yy3^iutoxicants, (jruests andp^^-i'p^*^! „ 
Amusements 8-06% 

^^^••Education & Health 2'01°/o::g^^^ 2‘01®/|j 
Light 6 05®/o 6-no®/„ 


8-06% 


6-05% 


gent 4 83»/o 

Clothing and Shoes ll'7®/o ll-7°/o 

(^<if><8>-(g><}{><g>c8><^<g><^<^<g>-(8><^<g><8> <g> <}j> 
<g><g><g>.’s^.'SS®.’s^2SS5g:.'?;^..'s%T>s^.-?5^ 

Other Rood Materials 23’2®/o I^CSJI^KS; 23‘2°/o 
<g> <S><8>'.g;;g^g5gj.gCSjgCS;’.g5S^^^ 
<8><8><8><fr<8>^-^<8><8>-^<g><^<jj><g><g><g><8><8> 






00000 OOOOOOOO 00000^0 CO OOObOOOOOOoOOOOOVOOOOttOOOogobOCiaOCOCOOOOOOOOUOO&oJI 
ifionnr)oooooooooc».>oonoooe OOOOOOOCODOOOOOOOO joooocl 


Food 27-430/o ^ 


27-430/0 


ipQPOOOooooo opooQOOQOoopooooooooty i^0opoj?jjp«o<i0t^qyj^j3000ogj>c 

Rs. 31 
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Budget of Consumption of Dena Nath Verma 


Kfirao and address of the head 
of ibo famtiy 

INnmber of members m tho 
family 

Occnpation . . Service 

Bodobt op Consouptio'I fob 


Dena Nath Verma resides ii 
Mohalla Katra, Moradabad 

ilen 3, Female 1, Total 4 

SlanaRer of a big commeroia 
firm 

(Period) one month, 1936 


Us a p 

Income from his profession 155 0 0 

lacomo from his property (His houfe oiBaietffp) 9 0 0 


Total 164 0 0 

Intboddction 

Dena Nath Verma is a resident of Bareilly but i< 
employed at Horadabad on a monthly salary of Bs 15b 
The family lives in a well ventilated double stoned house 
situated on the bank of the river Bam Gaiiga The 
standard of living of the Tamil} is fairlyhighandis typical 
of a middle class family in the United Provinces Ht‘ 
nifo IS a well educated and a religious miuded lady whc 
manages household affairs efficiently His younger bro 
ilier IS dependant upon him and is a student of firsi 
year Intermediate class while his son Prem Nath Verma 
reads m class VI m a local school Dena Nath Verma is 
a great lover of mnsio and regularly coaches his son m 
the art of music with the help of a friend Every yeai 
lie takes a fortnight's leave to visit some religious places 
in India He keeps a regular and an accurate account ol 
his monthly expenditures 
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Details of the Budget of Consumption 


Items of Expen- 
diture 

Ex:penses 

Percen- 

tage 

Rates, Quantity and 
Remarks 

7. Food. 




Wheat fiour . . . 

6 0 0 


66srs. @ 11 srs.a rupee 

Gram flour 

0 8 0 


7 14 

Rice 

3 0 0 


0 ^ 

Puls es— Urd, 
Moong, Arhar 




and Masoor ... 

2 0 0 


Moong 8 as., Urd 12 as. 

Total ... 

11 8 0 

6*4 

Arhar 8 as., Masoor 
4 as. 

2, Other articles oj 
food. 




Meat 

2 4 0 


Twice a week. 

Ghee 

6 12 0 


6 srs.@Re. 1-2 persr. 

Milk 

7 8 0 


2srs. every day @ 

Sugar ... — 

2 8 0 


8 srs. a rupee. 

7l srs.(^;3 srs.a rupee 

Salt & spices 

18 0 


Assorted 

Fruits 

4 0 0 


Season fruits. 

Vegetables ... 

312 0 


2 as. per day. 

Sweets 

4 0 0 


' 

Total ... 

32 4 0 

19-7 


3, Clothing and 




Shoes. 




Bedding 

2 4 0 


2 Bedsheets. 

Shoes 

7 8 0 


2 pairs of shoes @ 

Umbrella ... 

114 0 


Rs. 3-12 each pair. 

Dhotees ... 

714 0 


3 pairs of Dhotees @ 

Total ... 

19 8 0 

11-9 

Rs. 2-10 each pair. 
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Iteraa of Expen- 
diture 

I 

Expenses 

’ereen- ^ 1 

rage j 

tales, Quantity and 
Remarks I 

4. LoJgitie. 1 

House rent ... 
White-wasliing 
of llie kitchen 

D 

] 

Per month. 

Total ... 

15 7 0 

9-4 


4!, Tuel anil Uglil> 




Fuel .« ••• 
Electricity char- 
ges 

2 0 0 

4 10 0 


9oiiUs@6aAp«umt. 

Service rental 8 as. 
Meltr Rent 13 m-. 

Total ... 

610 0 

40 


<C. Bdiicaiion and < 
htaWu 




Tuition fees ... 
Books and pen- 
cils ... ... 

Doctor’s fee ... 

9 8 0 

1 14 6 
2 8 0 


Hisson caught severe 
cold. 

Medicines ... 
Newspipers . . 



Onecopyoftlie l^eadir 

every day. 

Total ... 

1 16 2 6 

9-9 


7. JeveUeryJurm 
1 tureetc. 

■■ 

■ 


Bangles 

Furniture 


H 

One folding chair. 

Total ... 

312 0 

T 2’a 
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Items of Expen- 
diture 

Expenses 

Percen- 

tage 

Rates, Quantity and 
Remarks 

8, Amusements and 
entertainment 0 ^ 



■ . — 

guests. 




Cinema 

3 0 0 


Cinema tickets twicea 
month. 

Total 

3 0 0 

1-8 


9, Miscellaneous. 




Pocket expenses 
to son & bro- 

5 0 0 


Re.l to son and Rs. 4 
to brother. 

ther 




Charity 

Religious cere- 

4 4 0 


Subscription for chari- 
table purposes. 
Thread ceremony at a 

monies 

2 0 0 


friend’s house. 

Postage 

0 9 0 


A trip of Bareilly. 

Travelling ... 

2 10 0 


Dhobi 

Barber 

Sweeper 

3 4 0 
18 0 
012 0 



Servant 

4 0 0 


With food. 

Maid-seivant 

18 0 


With food once a day. 

Tobacco and 



pan 

2 0 0 



Miscellaneous 




expenditure 

2 12 6 



Total 

30 3 6 

18-4 


10. Saving and In- 
vestment. 
Insurance pre- 




mium 

6 0 0 


Insured for Rs. 1000. 

Saving in cash 

20 9 0 


No Income-tax, his in- 
come is below 2000. 

Total 

26 9 0 

16-2 


Grand Total... 

164 0 0 

100 














life A FiRST APPROACH TO ECONOMICS 

Graph »howJD8r ihe Boilffel of Conrumption of 
Oena Nath Verma't family 
?onod Ono month 
Total Income Es 1C4 

Scale OX 1"=R3 60 

Scale OY 1^'= 20 per cent 


16 2’/» 


isn 


m 

2 3% 


9 9 % 


4 0% 


9 4% 
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S 
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MU 


MnoellaneoDS 18 47o 


*Auiuaemem«i&fc>ntertamment of cue<t»«l b% 
Jeweller}, Furnttufe etc ■i!J% 


<8>Edu &IleaU!i9 9% 








Clothing and Shoes II 9% 


UiHiK 




Food 

.9 7 *. 
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Family Budget and their Usefulness 

III India some careful inquiries have been conducted 
ver3' lately by economists and government officials into 
the working class family budgets in industrial centres 
and rural areas which throw a fl.ood of light on the 
standard of living maintained by the Indian people. 

To a consumer or householder, the utility of keeping a 
proper family budget is very great. By a comparison of 
the amount of income spent on various items in the budget, 
he can easily ascertain on which item he is spending more 
or on which items any curtailment of expenditure is 
possible or desirable, and thus he can manage to have 
maximum satisfaction out of his income by bringing 
marginal utilities equal along each line of expenditure. 
He can also strike a balance between spending and saving. 

To an economist, the compilation and study of family 
budgets are a source of valuable and practical instruction. 
They afford him an opportunity of gauging the real 
economic status of the various classes of people and 
relative position with that of other countries. By a 
careful compilation of family Budgets the taxable capacity 
of the various classes can be conveniently and correctly 
calculated and suitable taxative measures adopted without 
prejudicing their productive efficiency and creating auj?^ 
undue irksomeness or resentment. It can also be found 
out whether consumption of the various classes of people 
is a wisely selected one or a haphazard one which is very 
helpful to a statesman or a social reformer for taking 
necessary measurus. The prohibition scheme introduced 
in Ahmedabad and Bombay City was more a result of the 
painful knowledge gained by the study of family budgets 
of factory labourers wherein the economist found out that 
the major portion of their income was spent on liquor 
which afiected very prejudicially their productive efficiency. 
And the social reformer and statesman thought from 
every point of view desirable to stop them from this 
drinking habit by discontinuing the sale of liquors, etc., 
altogether for their consumption, which ultimately told 
heavilj' upon the productive capacity of the nation. 
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etc. Sir Griffeu once said that, “forty-two millions of 
people in the United Kingdom consume in food and drink 
alone an amount equal to the whole income of three 
hundred millions of people in India.” 

Various facts and figures can be given to show that 
the standard of living in India is now slowly and 
gradually rising. We see a change in dress, food, houses 
and other conveniences of life of the various types of the 
people living in the country. The Government also 
maintains that there is an appreciable improvement in the 
methods of living. Where house to house inquiries have 
been made, it has been found that the average villager 
eats more food and has a better house than his father, 
that to a considerable extent brass and other metal vessels 
have taken the place of the coarse earthen vessels of 
ancient times, and that his family? possesses more clothes 
than formerly. Still a few palatial buildings, good cloth- 
ings and better quality of food consumed by a few, can- 
not be an index of the prosperity of the masses. If we 
want to study the actual condition of the people we 
should study the life as it is lived in villages, the bustees 
and slums of the cities. 

Diet of the Indian People 

The quantity and quality of food consumed in India is 
determined by custom, religion and other prejudices 
rather than by purely economic considerations. _ The total 
food supply in India is not euotigh to maintain the people 
depending on it. “The Indian people are underfed and 
the consequences are obvious and unavoidable. The 
progressive deterioration in physique and energy make 
the additional production of food increasingly more and 
more difficult. This vicious circle is complete.” Some 
people, maintain that the diet of the ordinary masses is 
worse than that of a prisoner in an Indian Jail. The 
average quantity of daily diet needed by an adult living 
in the rural areas consists of the following: — 

Grain ■ Seer. 

Pulses )i 

Vegetables or meat ^/s d 

Salt and spices 1 Tola. 

OU 1 Tola. 
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Gheo 


If available 

Sugar or gnr 

Milk and cheap fruits 
/erage yearly consumption 

2Vs lolas 

Not very often 

in England and India compared 

Salt and spices 

Ehol&nd 

37 Vs seers 

Indix 

GV* seers 

Poo 1 

44B , 

BO „ 

Sugar 

45 „ 

i2V, „ 

Cfothing 

34 , 

iVi „ 

Meat and fish 

GO „ 

20 , 

Liquors 

30 gallons 

1 V< gallons 

lea 

d*/* seers 

V* seer 

Miik 

8 „ 


It will be seen from the above figures that a very low 
standard of oonsumption is maintained m this country 
and the people are auflenog from a widespread mahiutn* 
tton It IS obvious tliat a very large number of families 
must fall below the poverty iino llio scale of tQiuimmn 
needs is very low and mak«,3 no allowance for recreattous, 
tobacco, replacements of uloiisils, etc and expenses of 
i]lue«s And hohda^s It we make an estimate of the 
barest necessities and the luooine ot the individual coiisu* 
mer or a family, it will be evident that there is no 
provision for milk in iho budget of an average family 
'Ihe Ministry of Health and other Welfare Associations 
in England advocate at least one pint of milk per day 
up to six years of age, reducing its quantity to a quarter 
of a pint before the age of sixteen years is reached Our 
children get little or no milL the sacrifices frequently 
made by the mother in order that her children may have 
more quantity of miJk, present a grave problem in lower- 
ing the vitality of the motherhood Little progress can 
be made lu reducing infant and maternal mortality until 
provisidn is made for the exceptionally high nutritional 
need-j of mothers 

Consumption of stale bread, dry ^eg6tables an! 
unwliolehome rirtiolos of cheap food is practised extensi 
vely in our country ihe people have yet to learn the 
Utility of the vitamin qualities of fresh fruits and 
green vegetables Utter ignorance and passi\e indiffe 
renco plaj an important part in the selection of one s 
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diet. People consume -whatever they can procure easily, 
■without judging the nutritive value of the selected articles. 

“It must be pointed out that a huge waste results 
from a diet that is prescribed by indifference, custom or 
religion rather than by strict economic considerations. 
In the West poverty has fixed the diet of the people. 
The German eats cabbage, the American eats maize, the 
Englishman eats margarine in place of butter not because 
the people have a natural taste for these things, 
but because these have been forced upon them by eco- 
nomic conditions. Everywhere poverty has dictated the 
food to a greater extent than appears to be the case here, 
where people respond to hard times by reducing the 
quantity consumed rather than by altering the articles 
consumed.^’ For the last fifteen years there appears to 
be a marked increase in the consumption of wheat, ghee, 
meat and vegetables in place of cheap millets, oils and 
pulses. Many people believe that an improvement in the 
diet of the masses is something desirable which should 
be aimed at ; but from the economic point of view it is 
not so. An expensive diet is an economic loss unless it 
results in a production of a greater amount of wealth 
than is lost in the extra consumption ; our diet should be 
fixed by purely economic considerations. 

Individual Income 

The fact that the average income of an individual is 
very low cannot be disputed by anybody. The income is 
not even enough to cover the barest necessities, what to 
say of conveniences and comforts of life. Statistics of 
the family budgets show that the people are living below 
the poverty line. Major Jack classified the various classes 
of society into agricultural and n on-agricultural and 
collected their annual income and expenditure as given 
below : — 
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Agricultural Families 


Percentage 

Income 

Condition 

A 50 per cent 

Bs 60 per head 

Living in comfort 

B 28 „ „ 

7. 43 „ „ 

Below comfort 

C 18 „ „ 

K 24 ,, „ 

Poverty line 

4 M n 

„ 27 „ „ 

Below poverty line 

Non*Agricultural Families 

A 47 „ „ 

Rs 80 per head 

Living m comfort 

B 27 „ „ 

42 „ „ 

Below comfort 

0 20 „ „ 

. 31 „ „ 

Poverty line 

D 6 „ „ 

» 24 „ „ 

Below poverty line 


Tbe total indebtedness of both the rura] and urbaa 
classes m India is alarmingly great and shows the scan- 
tmess of an individual’s income to satisfy his minimum 
needs Many economists and well known social workers, 
at different periods of time, investigated tbe problem of 
income per head in India In 1931 according to the Simon 
Commission Report the income per head of an Indian 
was 1/12 of the income of an Eoghsbmau This is really 
a very optimistic estimate which is based perhaps on thd 
income of the people living in the cities alone Tbe 
annual agricultural produce would work out to about 
Rs 1,200 crores On the basis of this figure the average 
income of a cultivator will not be more than Es 42 a 
year or Jess than -/J/9 por day Even gram and otlmr 
food worth -/I/S would not be sufficient to ward off 
starvation what to say of purchasing other necessaries 
of life 

Many investigators adopted* different methods of 
estimating the National Income and got different results 
as shown below — 
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Name of Investigator Year Income per head 




Rs. 

a. 

P 

Dadliabhai Naoroji 

.. 1870 

20 

0 

0 

Digby 

.. 1899 

18 

0 

0 

Lord Carzon 

.. 1900 

30 

0 

0 

Digby 

.. 1900 

17 

4 

0 

Wadia and Joshi 

.. 1914 

44 

5 

0 

Shah and Khambata 

.. 1922 

67 

0 

0 

Findley Shirras 

.. 19211 

107 

0 

0 

.. 1922^ 

116 

0 

0 


INCOME PER HEAD IN SOME OTHER COUNTRIES 


Country 

India 


- England 
America 
^ Germany 
France 


Income per head Annual trade per head 


1 . 

2 . 

3. 


Rs. Rs. 

67 Shall and Khambata . . 20 
116 Findley Shirras 
44 Wadia & Joshi 


690 

..390 

950 

. . 145 

400 

...230 

510 

..292 
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^ PRODUCTION 

Whal I* Production ? 

In Eoonomics Pioduc^ion needs a very oareful explana- 
tion as it 13 used in a mnoli more precise and wide sense 
than that oidinanty understood by a layman Produc- 
tion 13 that branch of ooonomio activity which is concer- 
ned with those activities of man which are direct^'To- 
wards the satisfaction of lits wants by oheDRing the form 
or arrangement of matter It should be remembered that 
in this natural world, as the various physical sciences 
teach U3, man cannot create new matter, he can only 
more or loss change the form or arrangement so as to 
adapt It bettor for the satisfaotioii of human wants 

An illustration from the ordinary business of life will 
make tho meaning ettU clearer For example, we are 
accustomed to desiguato carpenter as the producer of a 
table But a little reflection shows ns that he has not 
actually produced the table but cnl^ re arranged the form 
of the piece of wood by cutting and fashioning it with 
his tools so that it becomes more useful (or, possesses 
greater utility) than it was m its original state The 
carpenter with all his might cannot create wood It la 
a natural product which in its original state cannot serve 
the purpose of a table, but the carpenter has produced 
those quantities of utilities which have the capacity to 
satisfy a want Ihe carpenter, therefore, speaking more 
scientifically, is the creator of utilities and not the pro- 
ducer ns he IS ordinarily designated Afnn’s work, there- 
fore, consists not in creating new matter, but in creating 
utilities 

The creation of utilities or production may take several 
forms a3 indicated below 
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(i) For 771 Utility. When a carpenter makes a table 
out of a log of wood or a tailor cuts from a roll of cloth 
pieces of required shape and size and sews into a shirt, 
they are said to have brought about a change in the form 
of wood or a roll of cloth respectively and created form 
or shape utility in them. 

(ii) Time Utility. Not infrequently the traders pur- 
chase and stock large quantities of agricultural produce 
at the time of the harvest and sell it after a few mouths 
when relatively there is k scarcity of food materials at a 
higher rate thus reaping a profit. In such a case they 
are called to be creating time utilit3\ To saj' that the 
trader or a merchant is not a producer is quite . fallacious. 
He is producing utilities just in the sarhe manner as the 
persori engaged in farming, rubber-growing, coal-mining 
or fishing etc. The only distinguishing feature is that 
the latter adds form utilities to the material on which he 
works upon and the former adds utilities of time. 

'^{iii) Place Utility. In creating place utility the person 
gives an additional utility to commodities by removing 
them from a place where they are less wanted to a place 
where they are more wanted. Nor, instance, when a 
village trader transports wheat from an area of plenty to 
an area of scarcity, he is designated as the creator of place 
utility. In transporting the commodities from one place 
to another their value is increased. Thus the timber of the 
forest may be of little value until transported to the place 
where it is wanted by the consumers, 

v/ {iv) Service Utility. Similarly, when a musician plaj's 
melodiously upon his piano or an actor exhibits his 
histrionic art, they are said to be doing some serviceable 
work, namely that of giving pleasure to the audience. 
Again, when a doctor attends to a patient or a lecturer 
delivers his lectures to a class, they are doing some use- 
ful service. Such a kind of eflfort goes by the name of 
service utility. 

'J Thus, pi'oAuciion may ie defined as the creation of 
utilities or valu^ by the application of men's mental and 
physical powers to the matei'ials and forces of nature. In 
the economic sense of the word, all those who aid in the 
production of utilities or bring about the satisfaction of 
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inau\ wants such as lamllords, farmers, artisans, menu, 
facturere, merchants, raitwajmeii, soldiers, sailors, the 
domestic servants, actors, mnsicmns, commercial' and 
advertising agents, bankers, teachers, civil servants, local 
government ofhoials and domestio servants are all pro- 
ducers , theie are, however, differences in the nature of 
work done by each 

Classification of Productive Occapation. 

From what has been stated above it is quite clear that 
there is a large variety of prodnoers who are engaged m 
the working of creating or adding various kinds of utilities 
or values S E Thomas to hia “Elements of Economics” 
has olassified productive occupations mto three mam 
classes — 

1 Industrial occupations— They are oonoerned with 
ilie growing, extracting, and ihanufacturing of material 
goods These occupations have been further siib-divided 
into— * 

Extractive industries, which are engaged m obtain* 
ing raw materials from nature, e g , farming, znming, 
fishing and plantations, etc 

(&} Manufsoturmg industries, which are engaged in 
changing the form and arrangement of matter and 
materials into finished products, e g , cotton spinning and 
weaving mills, paper mills, house building, eto 

2 Commercial Occupations— They are concerned with 
the sale and purchase of goods, advertising or bringing 
the goods to the notice of consumers These occupations 
are a link between the industrial producer and consumer. 
They have been further sub-divided into— 

(u) Transport industries, which are engaged in carry- 
jag goods to a destination where they are wanted, e g , 
railways, road transport, air traffic, shipping 

(i) Distributive ludustnes, which are engaged m distri- 
buting goods amongst oonsumera, e g , merchants, lrader<«, 
commission and advertising agents etc 

(c) Banking and Insurance, which are engaged tu 
facilitating the production and exchange of good-jj e g , 
yarious types of Banks 
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3. Direct S'erviees to cousiimers aud Public Services — 
The services of !av? 3 'ers, doctors, teachers, musicians, 
domestic servants etc., come under the eategoiy of direct 
^ services ; whilst those of civil servants, local government 
I officials, etc, under public services. 

i The above divisions of productive occupations may be 
i.represeuted by the diagram given below ; — 

Productive Occupations 

‘ __________ 1 


Industrial 

Occupation.® 


Commercial 

Occupations 


iExtractive Manufacturing 
industries industries 


Direct services 
to Consumers and 
Public Services' 


Transport 

industries 


Distributive 

industries 


Banking and 
Insurance 


> Classification of Occupations 

'The Agents or Factors of Production 

• It is already known to us that without some physical 
';or mental exertion we cannot produce wealth aud bring 
'•about the satisfaction of our wants. Besides physical oC 
-mental exertion undergone with a viesv to produce econo- 
"mic utility some extra thing is needed. Even in the most 
primitive stages of mankind a savage wants food but three 
things are necessary before he can obtain it ; — ( 1 ) ho 
'must find out the place where he can catch off wild birds 
or animals for his food ; (2) he must make the required 
effort of going to forest to snare them ; and (3) he must 
•be provided with-the necessary weapons or implements of, - 
dhe chase. Similarly, a blacksmi'h must possess a smithy 
necessary muscular strength to work upon his materials 
und some tools like hammer, anvil, and blast furnace at 
his disposal. A potter, also, must provide himself with a 
house where he can carry on his work and make fhe 
.required effort of digging and bringing the clay from the 
riverside aud putting in ueoessay labour and skill for thd 
making of pots ^pd provide himself ycith aiivhee], a stick- 

S 
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and a thread, eto , which are needed in the manufacture 
of earthenwares In all these tllnstrations land, labour 
and capital are needed m more or less degree without 
which production would have been impossible 

Earlier economists have generally spoken of three 
factors contributiuR to production, \iz , Laud, Labour and 
Capital , hut wiA the gradual evolution of industrial 
organization the number ot the agents of production has 
gone on increasing until wo have now five m all 

1 Land Under the term land’ the economists 
include not only the surface of the earth, soil or cultivable 
land, but also all those powers and material resonroes found 
below or above the surface of Ibe earth, provided freely 
by nature for man’s aid m the process of produotiou 

2 Labour Labour as an agent of production 
includes all those human exertions, physical or intellectual, 
which are undergone not for tbeir own sake but m 
expectation of some economic reward Hence, the labourer 
may be a physical labourer who uses his muscular power 
or an intellectual labourer Who uses m varying degrees 
both the faculties 

8 Capital Jfan at a very early stage realized that he 
could get little from nature with his unaided hands He 
did require the aid of tools and implements in carrying 
on production and thus capital came to be recognized as 
the third agent of production By capital we understand 
that part of a man's wealth which has been saved and is 
employed for the production of more wealth "We define 
“capital as all wealth {other than land) which is lued or is 
intended to be used for the further production of wealth” 
Maobmes which are the results of human effort aid in the 
production of wealth and, therefore, are oapilal The 
reaping hook of a farmer enables him to increase his 
'production and his capacity for output and is, therefore, 
capital 

4 Organization "With the growing size and complexity 
pf business, introdaotioa of division of labour, machinery 
and large scale production, organization came to be 
recognized as a separated and important agent of production 
Organization refers to the superintendence of land, labour 
and capital for the work of production The mam function 
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of. the organizer is to see whether the various factors of 
production are co-ordinated and directed in such riglit 
proportions as to yield maximum of result with the 
minimum of expenses of production. Indeed a careful 
analysis would reveal that the work of organization is no- 
thing but a kind' of labour, bntitissuch an important type 
of labour without which we cannot make much headway 
in the production of wealth ; hence, it has been recognized 
by economists as a separate and independent factor of 
production. 

B. Enterprise. With the creation of mammoth 
factories involving the unimaginable intricacies of the forms 
and methods of production, the expansion of the markets as a 
result of the remarkable improvements in the cheap and 
facile means of communication and transportation and when 
the commodities began to be manufactured for the needs 
of the consumers in the distant quarters of the world, the 
organizer could not discharge his functions efficiently and 
successfully viz., that of co-ordinating the different factors 
of production and assuming the risk incidental to the 
business, and, therefore, the fifth agent of production 
known as the entrepreneur came to be recognized by 
economists as a quite distinct agent of production. 
Although, the risk is inherent in every form of productive 
-effort and in every stage of human life, risks 
incidental to modern industry and trade are very 
important and their worth seems to be growing in 
importance with every increase in the intricacies of the 
industrial organization. The person who assumes the risks 
of a business is called entrepreneur (from the French, entre- 
preneur — to undertake) or enterpriser. He is also known 
as the venturer, or the captain of industry. The chief 
difference between the functions of an organizer and an 
entrepreneur is that while the former brings into 
harmonious activity the resources of land owners, 
labourers and capitalists for the purpose of production, 
the latter undertakes the risk and responsibilities of profitor 
loss and conducts the general policy of the business, the 
details of the management being assigned to salaried 
managers and superintendents. An organizer may or may 
not be an entrepreneur. Thus, in a private business the 
organizer hiruself is the rislr-taker but in Joint — Stock 
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Compiiniea the nsL n homo bjUio'sfj/iroholdersatK} not by 
the organizers who nre merelj pan] managers In a Co 
operative ProJuoers’ Association all the irorkers of the 
society aro entrepreneurs as all of them combine to uiuler- 
take tlie joint responsibility of the business 

The reader must not be led away by the idea tliet m 
the prodiiotion of wealth, man requires the services of all 
tho factors of produotioii Ibis is not so, it depends 
upon tho quality of profession ha is following For oxiia 
pie, when a dexterous musician delights his hearers bj his 
captiiatiug songs, ho only reqii rts ft standing room iiiul 
tho necessary labour in moilnatuig his voice without 
St in iiiig jniieh m nood of capit il or oigaiimation Again, 
in sppe of their prcscnco in th » production of different 
Itiiuis of goods find services, the ptoportioii in wluoh thoj 
aro combined is not the same Iii tlio prodiictiou of some 
goods wo find a larger amount if labour, capital and orga- 
nization and a email amount of I uid while mothers the pro- 
cess IS reverse and wo find o largo proportion of land to i 
/very small amount of labour, capital and organization 
»E*iential Factors of Production 

Ihe factors of production are ultimately reducible to 
two, MZ, (11 Laud, and (2) Labour, which are the 
essential factors, of production and without which no pro- 
duction of we lith is. possible Capital is merelj tlie j Jint 
product of land and labour, whilst organization is a form 
of specialised labour Oon«eqneutly, land and labour are 
clesonbed as the primari/ agents of production in contra- 
distinction to the secondaiy or denied factors— capita! and 
organization 

'Of Nature and Man, Man is tho active pgent and 
Nature the passive one ’ Nature in itself is not a producer 
of wealtli , it is only by the apphcatiou of labour to Nature 
that wealth or economic goods are produced It is the 
man that forces her to yield her treasures Therefore, 
Man IS more important than Nature “From every point 
of view,” says Marshflll, “man is the centre of the problem 
of production as well as that of consumption.” But it 
should not be supposed that av capital and organization 
are only secondary factors of production, therefore, they 
are not «t all important In fact, capital has existed sinc^ 
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times immemorial and is the, greatest for.ce of modern 
economic processes. It is really difficult to imagine the 
nature of the work put forth by a worker without the aid 
of capital. The same maj’ be said of organization which 
has become indispensable to the modern, economic life, as 
it undertakes the co-ordination and harmonisation of the 
other factors engaged in productive enterprises. 

Efficiency of the Factors of Prodnction 

Before attempting to find ways for the efficiency of 
the various agents of production, it is worth while 
knowing what efficiency means. By effidencii we mean 
the ability or.capacity-lQ achieve larger amount of work, 
gr T^eiter kind of work, or both with comparatively 
minimum of trouble and expen d' The laetter the output 
of a Tactorj ^antitatively "or both, the greater is its 
efficiency. The efficiency of a factor is also considerably 
increased by a proper combination of different factors 
under good organization and as such the efficiency of the 
various factors is interdependent. In the present stage 
of progressive economic society when human wants and 
desires are increasing by leaps and bounds, it should be 
the duty of all to seek ways and means of improving the 
efficiency of the different factors of production in order 
to bring about a greater economic welfare of the growing 
populations. By au inventive genius and an assiduous 
effort of mankind, the efficiency of the factors of px’oduc- 
tion can be enhanced to a very great extent. 

We have already seen that man derives his sustenance 
by' exerting bis physical and mental powers on materials 
furnished by nature. He, by harnessing the "winds and , 
the water and other elements of nature, has greatly added 
to his own productive power. The efficiency of land is 
judged by its prodnctivit ^’^ which can^ST consTdera bly . 
i ncreased with better ap plicatioi(V..oi_Jab.0.ur_and,..i;apital^ 
the introduction of sc ient ific proces .ses of_cul,tivatip^ and 
a n ample provision of irr i g atioual f'a cilities.a nd, ra.pid ..and 
cheap means of commuuication-.?J.fd,...transp.Qrt. It is with 
these sldiful'devTce^'that barren and dreary rocks have 
been converted into, delightful fields rich with luxuriant 
vegetation and bountiful harvests. Besides, a pr oper co .n=., 
servatiou of natural resour ces to gether with tEeir better 
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Utilization SO as to yield additional production of goods 
and services with relatively cheap oost will certainly count 
as an increase m the efficiency of land factor But unless 
the labour factor is highly efficient and organized, it is 
impossible to utilize the natural resources of a country m 
the best possible manner 

The efficiency of labour can be increased bj imparting 
to the workpeople a practioal and sound system A 
general and teohmoal education Physical strength ana 
endurance, temperance and trustworthiness skill and 
alertness, quick perception and oomprehensive mental 
grasp, strength of memory and power of adaptation, hope- 
fulness and resourcefulness — all these good qualities, 
which can be acquired through good nourishment train 
ing, experience and social progress minister to the 
efficiency of labour Secondly, m what manner labour 
IS organized and directed counts much m its efficiency, 
for if it is judiciously organized and carefully directed it is 
bound to become much more efficient than it is otherwise 

'i he efficiency of capital can be enhanced by a judicious 
use, it should be directed in right channels and should 
not be invested at any cost in ridy and Jiazardous 
ventures It is also improved by the invention of the 
labour— saving tools and machines, by the facile credit 
system which enables the rapid exchange of goods with 
greater ease and facility Capital should have perfect 
mobility in the money market 

Organization is the seal of modern industrial enter- 
prise, as the actual work of production and bringing into 
full play th® resources of landlords, labourers and capi- 
talists fall on the shoulders of the organizer On his skill, 
intelligence, resouroefoJness and faithful services depends 
the economic utilization of the natural resources and 
ultimately the well being of the commiunty 



CHAPTER X 

'^LAND 


Definition of the Term ^ 

The connotation of the term ‘land’ is much wider than 
that understood by a layman, who understands by it 
merely the surface of the ground. But economists by 
‘land’ mean not only the surface of the land but also the 
materials and the forces which nature provides freely for 
man’s aid in land, water and air including such things as 
minerals, mountains, forests, rivers, lakes, waterfalls, 
sunshine, rains, wind or water-power, gravity and mag- 
netism and the forces of the tides. Some economists have 
preferred to call this factor as the Gifts of Nature. But 
it has become common to use the wofd ‘land’ because 
Nature has many shades of meaning in ordinary use while 
land gives a definite idea if we remember that it includes 
all what is below the surface and what reaches the surface 
from above. Afarshall defines, “By land is meant, not 
merely land in the strict sense of the word, but whole of 
the materials and the forces which Nature gives freely for 
man's aid, in land and water, in air and light and heat.” 
Land should be taken to include all the materials and 
powers of nature which are used in the production of 
wealth. 

Characteristics of Land 

(1) The Chief distinguishing characteristic of land 
from all other factors of production is that its supply is 
fixed in quantity and cannot be increased unlike other 
factors of production which can be increased or decreased 
at will. We cannot produce with all our scientific con- 
trivances more coal than what already exists in the bowels 
of the earth, or get more sunshine or rain than what are 
reaching us by natural processes, however urgently w© 
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may waul tliem Similarly, the area of t!ie earth’s surface 
IS absolutely limited m quantity 'tins inelastic supply 
of land IS one point which more than any other di«tin 
guishes it from all other factors of production 

(2) Unlike other factorsof production, laud is imoiobde 
Ihe Indo Gaiigetio plam cannot be transported to the 
Sahara Desert of Africa or the natural resources of 
Kashmir to the desert of Ilajputaiia This characteristic 
has an important influence on the economic strength 
and prosperity of a coutttr3 

(3) Land is a free gift of ualnre and no man s efforts 
are required lu itg production 

(4) Land b3 itself, without any application of labour 
and capital, is of no use It becomes useful or serviceable 
only wlien put to use by a man 

What Land does for Production^ 

Land ts indispensable, directly or indirectly, to all our 
economic aotiMttes It is one of4hepnmar3 factors of 
production rendering us three distinctive services — 

(D it furnislies atfiudiQg room, without ivhi ]i sothitig 
can be acoomplislied ft ts required for carrjing on all 
our economic, social and political actiMtie« that is to 8B3, 
for residence and habitation, for couducting gigantic 
industrial operations and for construoting railways roads 
and canals which are of no mean couse |ueiice in tie 
creation of different forms of wealUi 

(2) It contains those elements such ns air heat, light, 
water, seasons, var3i»g temperature and many oihef 
things which are essential for the continuance of human 
life It also possesses those elements which are essential 
for plant life thus rendering us those vegetable products 
which make our sustenance m this world possible 
’ {3)It3ields from underneath the surface the rich 
mineral products such as ooal and iron, copper mid zinc, 
manganese and petroleum, gold and silver, and fish and 
pearls 

” All lands are not of eqnal value 01 importance , some 
lands are admittedly more useful and fertile than others 
The farming lauds are capable of exireiiie iliffeiences 
both in fertility and 111 ad\antage of sitnaiion Some 
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parts of the earth’s surface are too well-known for their 
barrenness and aridity such as the bleak, treeless and 
bitter-cold Greenland and the waterless Sahara Desert ; 
whereas, on the other hand, we have such fertile tracts 
as the Indo-Gangetic Plains of India or the Red Basin of 
China. Among the factors which determine the relative 
importance of land are the natural fertility of the soil, the 
facilities of transport and communication, patronage of 
the court, sanctity of pilgrimages, and the growth of 
industries, trade and commerce in proximity to the area 
in question. 

Extensive and Intensive Cultivation 

The cultiA''ation of land, usually called farming, may 
be of two kinds: (1) Extensive, or (2) Intensive. 

(1) Extensive cultivation is that system of cultivation 
in which we economize the us e of J.abgjir. and capital and, 
use land as a f ree gi ft of natlui-a, as far_as,it. is. profitable^ 
Th tliiTTystem of~t'armiiig if the farmer wants to get more 
produce, he takes recour.se to new plots of land of inferior 
qualities instead of devoting his successive doses of labour 
and capital on the same plot of land. 'I'his type of cul- 
tivation may be noticed in newly developed countries 
such as Australia, Canada and the United States where 
extensive areas of land are available at exceedingly low 
prices but labour and capital are scarce and dear. The 
farmer cultivates the plot until its growing ])roperties are 
exhausted, leaves it fallow }n order to recuperate its lost 
energies and takes fresh plots of land into cultivation. 
In such countries where land can be had plentifully and 
cheaply labour is economized because the land is limitless 
.and population is scanty. 

(2) Intensive cultivation is that system of cultivatioji 
in which we economize the use of land, as far as it is 
practicable by devoting successive doses of labour and 
capital on the same plot of land. This type of farming 
is mainly parctised in those countries where the available 
area of land is limited, the population is extremely 
den.'^e, and agriculture forms the chief basis of the 
subsistence of the inhabitants.. To satisfy the increasing 
demand of the growing population, the cultivator utilizes 
every inch of ground to its best advantage, puts in arti- 
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fioial che^^oal manures to recuperate its lost properties, 
adopts the scientific principle of rotation of crops and by 
the application of scientifie machinery makes deep plough* 
mgs to secure the maximum yield from each acre of land 
In extensive cultivation the produce is obtained more 
with th ^h elp of land, as the farmer’s labour spreads over 
aTarger area and less with the help of labour and capifal , 
wherea'^T'^^^^ intensive sy'sfem of tarming ftTs^procured 
at a greafer’'6xpenHilure “oT laBcrur~^nd “capital "witini 
limited (^xanfitj or' land But' in Both cases margin of 
cultivation falls 


In India, owing to her great density of population 
and its mam subsistence on the agricultural industry, 
nearly every acre of oiiltivabJ© soil has been brought 
under the plough and as such there is very little or no 
further s''ope for extensive cultivation So we are obliged 
to practise intensive cultivation in order to meet the 
increasing demand of the growing population In Burma, 
for example extensive type of cultivation is practised as 
the land available is abundaut aud can be bad at almost 
no rent while labour and capital are very dear and scarce 
But owing to a variety ol reasons given below, the Indian 
cultivators are handicapped to carry on intensive oultiva* 
tion to Its fullest extent — (t) Ihe endless sub division 
and fragmentation of holdings, as a result of the laws of 
inheritance found both in the Hindu and Mohammedan 
laws by which the ancestral property is parcelled out 
equally among the heirs, makes farm cultivation im- 
possible The holdings owned by Indian ouhtivators are 
small and scattered with consequent absence of all those 
economies which accrue from large scale farming , (ti) bo 
practises farming with minimum of capital, as a result of 
which he cannot make any permanent land improvements 
to increase the productivitj of his lands , (ill) dearth of 
water supply and the sole dependence on rainfall , (lo) in 
spite of his skill, honesty and industry, the Indian cultiva- 
tor due to bis conservative nature aud ignorance still 
continues his cultivation with unscienfifio methods and 
fails to appreciate the new improvements in the art of 
cultivation , and {v) a complete absence of organized 
markets for the sale of rich and valuable crops is also a 
check to the intensive cultivation m India 
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Transportation and Agriculture 

There is a very close connection between transporta- 
tion and agriculture. The cheaper and quicker means of 
transportation like railways, steamships, and omnibuses 
have a tendency to enlarge the agricultural areas and 
bring distant fertile lands into the markets. As a result 
of their introduction many distant fertile lands have been 
brought under cultivation for the simple reason that the 
capan^ity_of these lands is so potential that their j’ield can 
easily afford to pay transport charges and yet leave an 
income greater than those of the inferior land adjacent 
to markets. Consequently, whenever <hew and fertile 
lands are discovered and the cheap means of transport 
being available, agriculturists have a tendency to rush 
towards those areas abandoning their inferior plots of 
land. % 

Secondly, in consequence of the availability of the 
cheapjneans of transport the character of agriculture also 
undergoes a cprnplete change. Formerly, before the 
opening of railways, agriculture was of a subsistence type, 
that is to say, only those food grains were produced which 
were' demanded by the people of the village or of some 
adjacent towns. But, now agriculturists have di'verted 
their labour and capital more and more towards the raising 
of commercial crops at the expense of food-crops. Thus 
with the introduction of the cheap means of transport and 
communication market grows wider and wider in its 
extent, volume of trade expands, demand for food as well 
as for commercial crops considerably rises, and prices of 
agricultural produce tend to rise and equalize over diffe- 
rent markets. 

Thirdly, the size of cultivation also undergoes a 
change ; people are induced to cultivate bigger plots of 
land than before due to the facilities provided by the 
cheaper and quicker means of transport. 

Effect of Nature on Production 

The important role played by natural resources in 
determining the economic life of a nation cannot be over- 
emphasized, Although man has acquired control over 
the forces of nature by harnessing them into his services, 
his economic progress depends still to a considerable 
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degree upon the materials and forces of nature How- 
soevei, people of a country may be quick and iiilenigent,' 
yet uithout having the bounties of nature they cannot 
make much headway m their economic prosperity Thus I 
natural resources have a profound bearing on the produc f 
tite capacity of a couiury and its people £ 

1 Relief Relief exercises a pei manent influence onS 
the economic life of man The relief of the land winch i 

includes mountains, hills, ri\er8, plains, valleys and forestsi 
determines the kind of climate and production of raw» 
materials which are ihiectly dependent on the soil lu 
the hilly tracts, agiiouitnre and iiidnstnes seldom flourish 
owing to the absence of cheap and rapid means of transport 
and comrauuication with the result that the mam 
occupation of people in suoh tracts is either grazing of 
domestic animals, or lumbering The Himalayas act as 
a reservoir to feed the greet rivers of the Northern Flam, 
protect it from cold north wiinU and check the vapour- 
bearing winds tliat come from the Indtau Ocean Ihe^ 
alluMalsoil of the £iido-Gaugeiic Plains is so fertile that 
only a little ainouut of hibour is needed to produce, 
sufhcient corn for the people Owing to the heavy 
rainfall, tropical climate, numerous navigable nyers with 
a network of oaiial«, flat surface of the land making the 
means of trauspoit and communication both easy and 
quick, and the wonderful richuess of the alluvial ■'Uit, the 
plams are the most tbiel ly populated area'! of the world , 
These are the few mam tacts which go to make India^ 
pximanly as an agricultural country j 

2 Climate The effect of olimate on the yegetatiou 
and the occupation and density of population is very 
decisive In tropical countries usually the ra nfall is 
plenty, the soil is rich and the vegetation is always green 
aud luxuriant Temperature and rainfall determine the-, 
nature of vegetation and upon vegetation depends, dire- 
ctly or indireotly, the animal life Climate also deteimines , 
the oeonpatiou of the people The chief occupation of , 
an Eskimo living upon the perennial snow covoied “ihores 
of the Arctic bea, is hunting and fishing the people of^ 
India and Chum are generally agrmulturists as the ’ 
temperature is high and rainfall plenty Climate also * 
influences the mdnstnal development of the country. 
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cooler than the loam orsandj soils because of the higher 
water holding capacity ot the former It is clear that the 
sandy soils beii g warm are very much liked by the 
vegetable gardeners who always try to put thoir com- 
modities in the market as early as possible n the season 
The temperature of the soil is of considerable import 
ance because it influences the germination of the seeds, 
the growth of plants at all stages accelerates the chemical 
changes and the ripening of the crops It is by means 
of tlie roots that the plants absorb their food from the 
soil an 1 tj6 soil which provides a sufflcient room for deep 
root formation is generally very productive The last but 
not the least important factor id the production of crops 
IS the absence of in}urious salts or substances in the soil 
The above six factors determine to a great extent as 
to which crops are buited best to any particular type of 
soil In the black cotton soils of India which are deep 
and rich in organic matter and store a high quantity of 
water and also well aerated due to good drainage, we 
find that crops Mke maize, cotton and poppy flourish well 
In the soils of Ileuga) which have a heavy soil at the 
bottom aud tiie temperature is often high the nee and jute 
crops flourish best lu the eastern districts of the United 
Provinces where the soils are rather heavy and contain 
moisture, sugarcane thrives best In the Punjab, we find, 
wheat grows well In the clajoy soils which retain water 
for a longer period of time by preventing it from freely 
descending into the earth those crops can be raised which 
require a greater amount of moisture for its growth 
Thus by carefully studying the three phase-i of the soil— 
the physical, chemical and biological — it would be possible 
for the agriculturists to take the largest yield of crops 
without injuring the soil fertility 

Under subsoil are studied mineral products The 
progress of a country m modern times depends upon the 
presence of iron ore, steel, coal, mineral oil, etc , and 
those countries which are not endowed with mineral 
resources generously by nature are greatly handicapped 
in their economic and industrial development 

B Coast hne It also greatly influences the character 
and occupation of the people The coast line of Great 
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Briiain contains numerous indentations and good natural 
harbours which afford splendid opportunities for interna- 
tional trade and make the nation the most enterprising 
and seafaring race of the world whereas, the coast-line 
of India is regular and reinarkablj’^ deficient in good 
harbours which have proved a great obstacle in the 
development of the sea-borne trade. 

fi. Situation, From the point of view of trade and 
commerce geographical situation plays a very important 
part in the productive -papacity of a country. The com- 
mercial superiority of the British Isles is due to their fine 
maritime position enjo3'ed by them. They lie in the 
centre of the Globe and possess suitable harbours so that 
they are within the reach of all the great markets of the 
world. Their insular position besides facilitating com- 
merce also tends to make them more energetic, enterpris- 
ing, industrious and a seafaring race. India also enjoys 
a maritime position of considerable importance in the 
markets of the world because it lies in the centre of the 
Eastern Hemisphere. All the trade carried on between 
the "Western countries must pass through the harbours 
of India. The opening of the Suez Canal has tremend- 
ously increased the importance df India bj’ establishing 
commercial relations with European countries facing the 
Mediterranean. 

Just as the economic prosperity and advancement of a 
country depends upon geographical location, in the same 
manner depends the progress of cities and towns inside a 
country. Cities which are situated in the midst of fertile 
areas or have abundant supply of raw materials for in- 
dustrial occupations and possess good means of transport 
and communication make rapid progress industrially 
and commercially than those which do not possess such 
advantages. 

But it may be pointed out here that in modern times 
of progress and inventions the disadvantages of geog- 
raphical location are being conquered by improved means 
of transport and communication, e.g., railways, steam- 
ships, posts and telegraphs, telephone, wireless and radio, 
etc., as a result of which distances are annihilated and practi- 
cally the entire vyorld is brought into one market. 



CHAPTER XI 

NATURAL ENVIRONMENT AND RESOURCES 

OF INDIA 

In the previous chapter it has been alreail^ stated Low 
ronspinuous are tlio natural resources in determiimig the 
vegetation deiisitj and distnhutioii of the popnlutioii, and 
the occupations of the people In fact, the physical 
environment is the basis of all economic activity to which 
India IS no exception In this chaptoi we will, therefore, 
start with an investigation into the economic conditions 
of India by having a brief desonption of her natural 
environment and resources 
Geographical Location 

India from an economic point of view occupies a 
highly favourable situation as it stands almost at the 
centre of the Eastein Hemisphere and commands trade 
routes running in all directions The country is bounded 
on the north by a long and lofty chain of the Himalayas, 
ou the east by Burma and the Bay of Bengal on the 
south by the Indian Ocean, and ou the west by the Ara< 
biaii Sea, the Sulaiman and the Hindu Kush mountains 
Thus situated, India forms a unit by itself, sepaiated as 
it is by nature from the rest of the world And withm 
Its own boundaries, the country exhibits so many re- 
markable differences iii physical features, fertility of soil, 
climate, products, people, language and religion that it is 
often remarkeil as a continent rather than a country 

The total area of the Indian Empire exceeds 1,800,000 
square miles The length of the countrj from north to 
ffouih is about 3,000 miJes and 2,600 from east to west 
India is thus a world in herself, being hfteen times as 
large as Great Britain and equal to the whole of Europe 
excepting Russia It maintains a population of 35 3 
millions or, about 1/B of the total world population which 
js estimated to be 1850 millons 
144 
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The coast-line of India, which is about 5,000 miles 
long, has a few natural indentations and no good harbours 
and seaports. The inlets of India get choked with sand 
and become so shallow that they cannot serve the purpose 
of navigation. The important ports of India are Bombay, 
Karachi, Goa, Madras, Yiziigapatam, Calcutta, Chittagong 
and Rangoon. Bombay is the onlj^ good natural harbour 
of India. Madras is an artificial port constructed at 
enormous expense. The project of creating a harbour at 
Vizagapatam to supply an outlet for the undeveloped 
resources of a large fertile land adjacent to the east coast 
of India at first formulated by the Bengal Nagpur 
Railway, is now undertaken for construction by the 
Government of India. Calcutta has a well-situated har- 
bour but the channel of the Hoogli is regularly dredged 
in oi'der to keep it deep enough for the steamers. 
Rangoon is a natural harbour of Burma. Six-sevenths of 
India’s foreign trade is confined to the five ports of Cal- 
cutta, Bombaj’’, Rangoon, Madras and Karachi. Thus, 
from the point of view of location, there are very great 
possibilities of India’s becoming' a great distributing and 
clearing centre of trade if land and sea-routes are fully 
developed and properly utilized. At present the total 
volume of trade cleared by these ports exceeds Rs. 9,000 
crores. 

Climate and Rainfall 

From the climatic point of view India maj'^ broadly be 
divided into two divisions : (1) the Northern India which 
lies in the Temperate Zone, and (2) the Southern India 
which lies in the Torrid Zone., The former region 
exhibits greater variations in climatic conditions in diffe- 
rent provinces. In Bengal and Assam, the winter is mild 
and the summer modei’ateiy hot. But as we move west- 
ward the severity of heat and cold graduallj' increases. 
In the north-western part of the United Provinces and 
the Punjab we experience extreme heat and scorching 
winds like the blast of a furnace and the bitter cold in 
winter. Again, . Upper Sind, the Punjab and western 
Eajputana are extremely dry, while the atmosphere of 
Assam and Bengal is always saturated with moisture. 

In the Southern India the variations of temperature 
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nt differenl eeasous are comparatively insigmfioaiit It w 
warmer on the west coast than on the cast, and tbs maximum 
coast temperature is found round tbo head of the Kistna 
river The coasts have a smaller range of temperature 
and the atmosphere there is generallj cloudy. 

The climatic conditions inflnonce the character, 
physique and occupation oi the people to a considerable 
degree Hard work and severe strain are very detriineiiUl 
under our climatic conditions , certain tropical disease^, 
which are very much peculiar to India, take frequently a 
heavy toll of population 

The rainfall of iudia primarily depends upon tbe 
Idonsooii climate which occurs around the ludian Oceau, 
cspeoially m India and Burma The rainy months of 
India can also bo divided into two distinct divmoBS 
(1) the South-West or summer Jfonsoon which blows from 
the middle of June to the middle of October It is divided 
into two branches one proceeding from the Arabian Sea, 
the other from the Bay of Bengal Ihe Arabian Sea 
Monsooc stnLes tho Western Qbats, gives them tbe 
heaviest rainfall about 100 tnobes m the year, crosses the 
Western Ghats only to deposit a little rainfall to the Deo- 
can Tablelaud A part of the vaponrdaden clouds not 
checked by any mountains on the way comes to the 
Himalayas and tho minor branch of the Arabian Sea 
Sloiisoon goes northwards and travels over Kathiawar, 
Sind and Rajpulana but owing to tho high temperature 
and tho absence of any monnlauious regions it does not 
give any ram to tliese tracts The mam cause of poor 
rainfall m the interior pf Peninsular India is that it lies 
in the ‘ram-shadow’ of the Western Ghats The Bay of 
Bengal jfonsoon strikes with a groat force the hills of 
Burma and Assam and torrential rainfall is experienced 
by these provinces Cherapnnji in the Kashi Hills m 
Assam receives the full foroe of the Monsoon and experie- 
nces one of the heaviest rainfalls lu the world amounting 
to 62J inches a year The Monsoon being checked by 
the lofty heights of the Himalayas travels along the 
Gauges Valley getting weaker and weaker as it travels 
westwards (2) 1 he North-East or winter Monsoon which 

turns round m January and February from the snow- 
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covered tracts o£ the Himalayas and the Iranian Table- 
land collects some moisture and produces rains ou tlie 
Lower-Himalayas, the Punjab, the United Provinces and 
after crossing the sea deposits rains on the Madras coast 
in Southern India. 

The Monsoon rainfall is very unequally distributed. It 
is as high as 523 inches a year in the Cherapunji Hills 



and as low as 7 inches a year in Sind, Bajputana and 
the South-West Punjab. Again, the Western Ghats 
receive 100 inches of rainfall from the South-West 
Monsoon ; the centre of the Peninsula gets only 20 inches 
and in South Madras it is only 5 inches. 

The rainy season is, on the whole, regular but the 
rains are uncertain as regards quantity. Rainfall in India 
is providential in its character. In some years there are 
torrential rainfalls, whereas in others there is either a 
delay in the breaking out of the Monsoon or a partial 
failure of rains inflicting tei’rible miseries upon the poor 
cultivators. 

The importance of the Monsoon rainfall in the econo- 
my of a predominantly agricultural country like lucjia 
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cannot bo ov&r enipbasized a<« one inch moro or of 
rainfall is tlio only UilTereiice between tlio prosperity and 
the ailvorstly of the agricultural masses Perhaps m no 
other rtgioii of the world does the rainfall enter so maoh 
into escry aspect of life as in India It not only affects 
agriculture proper, but trade and oommorco are largely 
dofioiidout upon rt wbilo tbo finances of the eonritry 
are closely boitnd up with the success or failure of crops 
In fact, tho general prosperity of the conntry depends 
upon the Monsoons and, the more so, upon tho South- 
West jronsoou whioli accounts for nearly ninety per cent 
of tho total rainfall 

GLOGnAPillCAIi DIVISION’S Or INDU 
Geographically FpesLing, India may bo divided into 
four pnuctp&l natural divisions 

1 The Himalaya 3touQtatii Ifogion 

2 Tho Indo-Qaogetic Plain 
B Qho DeocflJi PJatean 

4. Tho Coastal Strips 
1. The Himalaya hlountaln Region 

Tho Himalayas or iho flbode o/‘#noie, some of whose 
peaks rise to a height of moro than 2^,000 feet, spread 
,over n length of more than 1250 miles from the Indus m 
the north of Kaalmiir to Hio JJrahmaputra lu Upper A'sam 
and form the jinpregiiablo northern boundary of India 
They arc not a «iiiglo range but contain three parallel 
ranges III which every possible lariety of climate and 
vegetation is met witb (i)'lbe Inner Range runs in a 
aaord'liko enrvo and owing to its lofty heights it is per- 
petually found covtrei? with snow tvhich only melts during 
tha summer and supplies water to therivors when ngricnl- 
tiiral lands of India are most thirsty It also checks the 
cold dry winds that blow over tho tablelands of Tibet 
from coming to tho ludo Gangetio Plain (ti) tho Outer 
Range runs parallel to the Inner Range On/y some parts 
of It which are exceedingly high arc found covered with 
snow, while the rest of it w covered with on inexhaustible 
storo of forest trees , (lit) the Sub-Hiroalayan Range 
consists of detached ranges of low hills aud is separated 
from the Outer Range by» wide and deep valleys Ihe 
western off-shoots of tho Himalayas run from north 
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south which consists of the Hindukush, the Sulaiman. and 
Kirthar mountains, thus shutting in the plains of India 
from Afghanistan and Baluchistan. But there are many 
passes along these ranges, the chief being the Khyber, 
the Kurram, the Gomal and the Bolan, through which 
India’s land trade is carried on with Afghanistan, Persia, 
etc., and as such their economic significance is very 
great. The eastern off-shoots of the Himalayas contain 
no such important passes, but there are some trade routes 
across the Shan hills between Burma and China. Apart 
from their political significance as an impregnable barrier 
and their effect on the moral and religious ideals of life 
of the people, the Himalayas have considerably moulded 
the economic life of the country possessing the following 
economic advantages ; — 

(0) The lofty wall of the Himalayas checks the South- 
West Monsoon and forces it to deposit moisture on the 
plains of India. 

(1) They are the perennial sources of the impojrtant 
rivers like the Ganges, the Jumna, the Brahmaputra and 
the Indus which moisten the thirst}' lands of the plains 
and endow the soil with inexhaustible fertility. Not only 
do these great rivers take their origin from the Himalayas 
but they are regularly fed in the dry and hot months of 
the year by water which is got by the melting of snow. 

(c) They have been characterized as the region of 
tohite-coal in India, because they furnish us with an in- 
exhaustible source of potential water-power. 

{d) They supply a great variety of animal and veget- 
able products. Valuable timber such as Pine, Deodar, 
Ohir, Oak, Sal, Fir, Bamboo, Blue Pine, and Spruce are 
available in these forests. A large variety of vegetables 
is also cultivated. Tea is largely grown in Assam, Darjee- 
ling, Dehradun and the Kangra Valley. Many kinds of 
fruits are also grown especially in Kashmir, Quetta and 
in the western districts of Peshawar. They are also a 
storehouse of an inexhaustible supply of fodder. Many 
kinds of minerals are also found within the bowels of the 
Himalayas. Wild animals of the chase are not lacking in 
these forests. 

(e) The Himalayan forests exercise a bcueficial effect 
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the Punjab was a semi-desert tract but, now, by canalising 
the rivers the province has become one of the most 
flourishing wheat producing areas of India. 

3. The Deccan Plateau 

This is a rugged plateau which comprises the whole of 
the peninsula except the narrow coast strips and is 
separated from the north by the Vindbya and the Satpura 
ranges. With the Vindbya range as the base, the Eastern 
and "V^estern Ghats as the two sides, and Cape Comorin 
as the apex, the plateau resembles a triangle in shape. 
This region affords many contrasts in vegetation and 
relief. Instead of being flat and smooth it is a tableland 
of an average height of 1,600 feet. It is cut into a few 
deep and narrow valleys through which the peninsula 
is drained by the l\[ahanadi, the Godavari, the Kistna, the 
Cauverj' and the Vaigai rivers into the Bay of Bengal and 
by the Narbada and the Tapti into the Arabian Sea. Its 
rivers are very rapid and subject to many waterfalls and 
hence they are of little use for navigation. 

The soil of the region is not alluvial but rock}’’ and 
varies greatly in character and fertility. There are porous 
and light soils on the upland and the slopes of hills, and 
thicker and darker-coloured soils in valleys. The chief 
vegetation of the tableland consists of rich forest trees 
such as teak, sal, ebony, sandal-wood, cinchona and cocoa- 
nut palms. The chief agricultural products of this region 
are cotton, millets, oil-seeds, tea, coffee, tobacco, pulses, 
" rice, spices and sugar-cane. Mineral products like coal, 
lime, iron, manganese, mica and gold are also found in 
good quantities. 

4. The Coastal Strips 

‘The coastal areas of India are the narrow strips of 
territory formed on both sides of the triangle of the 
plateau by the wearing down of the edges of this table- 
land into alluvial coastal plains.’ There is only a narrow 
belt of fertile laud between the Western Ghats and the 
Arabian sea shore, about 40 miles wide stretching from 
the mouth of the Narbada to Cape Comorin, a fact which 
makes penetration inland on this side from the sea diffi- 
cult, and even the Monsoon clouds are compelled to 
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dflfiosrt tbeir moisture oti tho raouutainoas barrier, maLing 
the mlanil region peculiarly liable to droughts 

Iho \egelation owing to the excessive raiiifuU ami 
alluvia! character ofthe soil IS luxuriant 'ihe principal 
]>roduots are nco, bananas, cocoaimts, jach-frmts, spices, 
and cardamom The eastern coast strip which extends 
from the Ganges delta to Cape Comorin m consiiknb]> 
broader than the west coait strip Ihe level surface of 
the region makes irrigation pos-nblo by canals and affords 
good many facihtiea for tho cotisit action of railwajs 
The region enriched its rivers provides inuch low lying 
fertilo soil, supports a douse population eijual to that of 
the plains of the north Tho climate is petuhari^ diffe- 
rent froni other parts of India It does not receive much 
rainfall from the summer inonsooii but depends to a 
considerabfe degree upon the north oast Moiuoous wliicli 
deposit heavy moisture in the winter bensup 
The Variety of Soils in India 

'Uie character and fertihtj of the soil is vtrj iiiipor- 
Innt ill the economy of A» agncuhnrii) coniitr} ns without 
a good soil wo cannot raise ch‘ap and luxurmiil crops 
The Indian soil may broadly be divided into tliiee mam 
divivioub 

(1) AUutial I'idcts The deep nlliuial tracts are the 
most exietisivo ami agncufturaily the most important 
They occupy the greater portion qf bind, Gujrat, Haj- 
putniia, the Punjab, the United Provinces, Bengal, 
©xtensire tracts iii As'jam ond Burmn, the Gadavari, the 
Kistda ami Tanjore districts of Madrav, and strips 
stretching along tlie oasteni and tho wc-iterii coasts of 
the Peninsula The alluvial soils differ in different parts 
of tho country as regards their physical and chemical 
properties Thusiii the north nesterii India tho soils are 
porous and dry and in some places •<aiidy , in the United 
Provinces and Bihar and OrV'sa they are loamy and iii 
Bengal they are more compact and moist 

(2) Ihe Deccan UVap Soil Ihe trap soil spreads 
throughout the Deccan and covers Berar and a greater 
part of the Bombay Presidency, Ilydeiabad, the Central 
Provinces ond Kathiawar. On the uplands and slopes of 
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tills fcte soils are porous and Hght, and are generally 
poor, but in the lowlands the soils are more fertile. The 
black cotton soil occupies the area of the Deccan Trap in 
undulating or sloping situations, below the general level 
of the foot-hills. This soil is the outcome of the lava, 
which comes out with the volcanic eruptions. It is dark 
in colour owing to its mineral contents, and especially 
suited to the cultivation of cotton. In summer the soil 
cracks by which the rain-water is enabled to sink in its 
crevices, a process which proves most' helpful in the 
retention of moisture for many months. It is only due 
to this fact that tlie soil is better suited for the Rdbi 
crops, as in the rainy season the deep and sticky oharaeter 
of' the soil sometimes makes cultivation a bit difficult. 
But KTiarif crops are al.«o raised in these soils. 

(3) The Crystalline Tract. The crystalline tract occu- 
nies the lands of Mysore, a very large portion of Madras 
md portions of Bomba}', Hyderabad, the Central Pro- 
vinces, Orissa, Ohota Nagpur and some tracts of Bengal, 
lentral India and Burma. These soils differ so much 
:rom one another in the different provinces in regard to 
;heir physical and chemical characteristics that it is hardly 
fair to put lliem in one class. The}' are generally 
lefieient in the nitrates and phosphoric acid. The pro- 
ductivity of these soils varies considerably ; on the uplands 
they are usually sterile, such as the uplands of Mysore 
and Madras, and in the lowlands the soil is comparatively 
fertile. Rice is the chief crop in some parts where 
facilities of canal or tank irrigation are available. The 
reddish, brown or yellow-red soils of this formation found 
in Belgaum, Dharwar, etc., are especially suited to the 
cultivation of fruit trees, jjarticularly mangoes. 

“In the midst of these varying features, one 
characteristic is found to be common to almost all soils 
viz., their comparative dryness. This absence of moisture 
in the land makes the supply of water an absolute 
necessity for Indian Agriculture.” (P. Banerjea.) 

The Soil Erosion in India 

The cutting away of soil particles by rain is called soil 
erosion. Several natural agents like the sun, wind, rain, 
running water, sea, etc., are responsible for the denudation 
of the land, Heavy rain-water, if it is not properly 
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controlled, has a tendency to run off the surface without 
percolating into the soil towards the drainage lines after 
washing an ay the most valnable and fine particles of soil 
and a large part of the organic matter boil erosion is 
affected by man) factore — - 

(1) Concent! alien of rainfall In India during the 
ilonsoona when heavy rainfall beats down on the surface 
of the eaith and removes loose particles of the soil, the 
formation of deep ravines is an established fact 

(2) 27ie general slope of the ground Erosion has more 
pronounced effects in the peninsular partsof Indiaspecially 
the Central Provinces and Bundelkhand than in the 
alluvinm of the Ganges, where the ground is flat Never- 
theless it IS always taking place when the ram fallsjn 
torrents In the plains owing to the surface we meet 
with eiosMn, in which the fine soil particles are 
washed away witliout being noticed from every part of 
the surface of the fields 

(3) The notw e of the toll On similar slopes exposed 
to the same rauifalt, light open soils lose moie silt than 
heavier loams Heavy black cotton soils, which swell up 
when wetted, are probably not denuded so readily as the 
lighter soils found in peninsular India 'Jhe dry tracts 
are also affected by the water that rushes over them 

The Great Loss 

'ihe annual loss to agricntlure as a result of soil erosion 
IS incalculable The gradual denudation of the soil and 
the organic matter thereof is the real economic dram in 
India The evil consequences of which are to be seen in 
the south of the Jumna in Bundelkhand, in the deep 
ravines formed on both sides of the Ohambal iti Dholpur 
and Gwalior States, etc, where even armies can safely 
hide themselves without being found out Even in the 
great alluvial plains of India where at first sight the 
ground seems to be perfectly flat, tlie damage considera- 
ble The left bank of the Jumna has lost thousands of 
acres of fertile land owing to the formation of a mis- 
chievous network of ravines, which pioduce little more 
than a crop of grass during rainy seasons In the United 
Provinces alone the actual total area of these ravines is 
about millions of acres and is coustanlly increasing and if 
unchecked will eventually prove disastrous coiibcqueiices 
to our agricultural indubtiy “Villages;" Mr A Howards 
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observes, '‘wliich at one time were surrounded fertile 
fields’, now lie in a network of useless gullies.” Every 
year incalculable amout of productive soil is being washed 
out to the pver-hungry oceans through these ravines. 

Secondly, as a result of the torrential nature of our 
rainfall, the water rushes- wioleutly along- the drainage 
lines without being soaked by the soil, which has resulted 
in the lowering of the sub-soil water-level, so that the 
water-level of the wells has gone down causing hardships 
and inconveniences to the agriculturist in a numberless ways. 

Lastl 3 ', water-logging is often associated with erosion 
which causes a great loss to available nitrogen and a 
destruction of the porositj' of subsoil resulting in the low 
yield and poor quality of the produce. 

Prevention of Erosion 

Both water-logging and erosion take place when the 
run off is not properly managed and the water is allowed 
to gain velocity and strength on its way to the drainage 
lines. Some methods are within the easy means of culti- 
vators. They should cultivate their fields during the hot 
weather before the advent of the Monsoon rainfall in order 
to prevent them from the cutting action of the rain or 
the running water. The well-ploughed and thirsty surface 
of the soil will absorb much of the early rains and check 
the eroding action of the running water. Secondly, the 
intensity of the erosion will be lessened on slopy grounds 
it they are ploughed perpendicularly to the slope. Again, 
the erosion can be prevented by an afforestation at the 
head and sides of the ravines as the roots of trees bind 
the particles of the soil together and their foliage protect 
the soil from the heavy bursts of rain. 

Embankments though absolutely necessary where other 
methods of controlling the erosion have failed present 
many difficulties, e.g., heaVj'^ expenditures, expert engine- 
ering skill, etc The Indian cultivator is poor and 
ignorant and too slow to appreciate the value of any change 
except by actual demonstration. Government advice 
backed by monetary support is necessary for the success- 
ful erection of embankments and drainage projects. 

PEO DUCTS OF LAND 

Area of cultivaied and uncultivated land in India 

Total 68, 7G laklas acres 
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Total wea, vu ludian Stales . 1,90) laklis acres 

Total area in lintish India GO, 80 „ 

Net area cultivated 22, G9 „ 

Current fallows 6,22 „ 

Culturablo waste 15,42 „ 

Not available for cultivation .. 14, 4G „ 

Forests 8,93 „ 

Area under Food and Non food Ctopt 
Total area sown . 259 1 DjiIIioii acres 

Area Under food crops (unshaded) . 212 0 „ 

Areaundernou*foodorop3(Bhadcd) 4b6 „ 



The products of land can convemently be stinhed under 
three different divisions — 

1 Agricultural 2 Jlineral 3 Forest 
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Shares of Provinces in the total area (in acres) 
under principal crops in 1938-99 
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1 Agricultural Productf 

Agriculture is the most preponder-mt ludustri of Iiuha , 
about 70 per cent ol her population depends directly on 
agriculture ami of the rnraf population iieaily 90 per cent 
13 directly or mdiiectly related to this premier national 
industry The food crops occupy the most important 
place among the agnoultural pioducts, which cover nearly 
four fifths of the total area sown, but the non-food and 
commercial crops have also evinced a tendency to increase 
in area owing to its high world prices Tlie annual cost 
of the agricultural produce has been estimated at a little 
lower than 1,200 crores of rupees 

There are two crops taken out of the soil in two agri- 
cultural seasons viz , the Kkanf or the summer crop, and 
the i2a6i, or the winter crop As the Khanf crops require 
n plentiful supply of water, they are sown at the beginn- 
ing of the , south-west moiisoous and liarvested between 
September and October The liabt crops, which need less 
rainfall, are usually sown iii October aud harvested m 
spring (March and April) Danng the hottest months of 
May and June when the whole country is scorched with 
the western winds, the land is allowed to rest The 
raising of crops depends much upon tlie character and the 
fertility of the soil 

Agricultural products may broadly be classified under 
two heads — (A) Food crop® and (!1) Non-food crops 

A Food Crops 

(t) Kioe is the principal crop of India ns it forms the 
staple food of the most of the people of the country, and 
it occupies about 30 per cent of the total cultivated area 
It is an aquatic plant and flourishes most m tliose areas 
where climate is hot and damp, soil is deep and fertile, 
and rains are abundant and assured The provinces m 
which rice is grown in large quantities are Bengal, Burma, 
Bihar and Orissa, Assam, ATadras, Bombay and in those 
areas of the United Provinces, the Central Provinces and 
the Paejsb rriaeh assured Qmniitj: 

of rainfall Bengal produces more than the half of Die 
total produce India’s contribution to world production 
of nee IS about 40 per cent Bnt the entire produce of 
nee IS consumed in India and it is not exported (o any 
foreign country 
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There are innuraerable varieties of rice ranging from 
very fine to very coarse one. In Bengal there are two 



mairi harvests. In Madras three crops are raised in one 
year where canal irrigation is possible. In other pro- 
vinces there is only one crop, which is a IDianf one. The 
acreage under rice is more than 79‘5 million acres with a 
total yield of about 34 million tons of cleaned rice. The 
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jiejd por acie compare verj luifaroHrably with tho pro- 
duction m otlier countries If improvements are made in 
Its cultivation, the value cf rice pioduee would be more 
than 700 croies of rupees 

(u) irAent slatida next to nee It covers iibonl 25 7 
milhoti acres of land or nearly 10 per cent of tlie total 
cultivated area with a total yield of more than 10 
million tons of wheat It requires alluvial soils cool 
climate at the time of sowing, slight tain at intervals 
warm and dry olimate during the ripening months Light 
clays and heavy soil loams are the most suitable for its 
cultivation Almost in eveiy province of Indja cultiva- 
tion of wheat is practised, but the Punjab, the United 
Provinces, the Central Provinces, Rajputana, Bibar and 
Orissa and Bombay produce it lu great quantities 'ihe 
United Provinces and tho Punjab account for nearly two 
thirds of the total area aud three fourths of the total yield 

"With the exception of U S A and Russia, India is 
the largest wheat producer in the world India exports 
wheat ohielly to England through the port of Karachi, 
but in recent year* there has been a marked tendency of 
decrease of wheat exports The quality of wheat is 
considerably enhanced by the improved qualities of wheat 
such as Pusa No 12 variety, introduced by the Agri- 
cultural Department The total area under improved 
varieties ot wheat is now about 6 million acres Ihe 
surplus available for export purposes is never very large 
About 15 per cent of the annual yield goes out of the 
country chiefly to the United Kingdom, It is estimated 
that tho extension of irrigation, the rapid means of trans- 
port and the introduction of better quality of seed will 
inoreaso the Indian yield of wheat per acre to a great 
extent 


The average yield per acre in India and 
other countries is — 

India 

U. S. A ... 

Canada . . * • 

Australia • * 

Argeptinp , , 


111 certain 


lbs 

636 

84G 

972 

714 

780 
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Europe 1,146 

Russia 636 

A sum o£ Rs. 60^2 crores represented the total 
hypothetical value of the Indian wheat crop based on the 
production in the year 1935-36, calculated on an average 
price of Rs, 2-6-0 per maund obtainable in the up-courifrv 
markets, 

(Hi) Barley is a Rabi crop and is cultivated and 
harvested along with the wheat crop. It is grown to a 
small extent all over India but chiefly in the United Pro- 
vinces and the Punjab. It is used as food both for man 
and cattle. It is mainly a food crop of the poorer classes 
and a small quantity is exported outside. The area under 
cultivation is about 7 million acres. 

(in) Maize requires a warm climate with abundant and 
frequent rains. In theinitial stages of its growth, heavy rain- 
fall is almost fatal; it is sown in the month of June or July 
with the commencement of monsoon rains and harvested 
after a lapse of about two months. It is grown practically 
all over India, but in the United Provinces it is an impor- 
tant crop and forms a staple food of the poor population. 

(v) Milieu. There are several varieties of this crop, 
the chief being joioar, hajra, and ragijuar which are 
grown extensively in almost every part of India. Thej’’ 
are used both by men and cattle and in some of the drier 
parts of India they form the staple food of the people. 
They do not need as thorough a cultivation as wheat and 
are rarelj'^ manured, although yozcar responds hand.somely 
to high manuring. They do not require much water and 
can even flourish in those areas where the rainfall is as 
low as 20 inches. The crop is generally sown in the 

beginning of the monsoon, but jotcnr is both a Kharif and 
a Rahi crop. It is often grown mixed with the summer 
pulses, especially arJiar, which stands in the field for the 
whole of the year and is harvested along with the Rabl 
crops. Bajra is a dry crop and grown extensively in 

Madras, Bombay, Rajputana, the Central Provinces and 

in the western districts of the United Provinces. It 

is the mainstay of the population in very dry tracts of 
India. Ragijuar is the principal food of Mysore, Madras 
'find the adjoining districts of Hyderabad. 
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(ti) PtiUes ‘They are commonly grown throughout 
India in great variety and form at once the backbone of 
the agriculture, since even tin, present moderate degree 
of soil fertility oonld not be maintained without 
leguminous rotations and a primary necessity in the food 
of a vegetarian population’ 'Iho pulse crop is believed 
by agriculture chemists to be a good fertiliser, as the deep- 
rooted plants deposit nitrogen m tho soil thus reciiperat 
ing the lost properties of the soil considerablj 'llie 
principal varieties of pulse crops are cliana (gram), arhai, 
urd, tunny, tunsA, masooi, and halat They are of universal 
consumption in India and are cluefly raised m the United 
Provinces, the Punjab, Bombaj, the Central Produces, 
Bihar and Orissa, and Bengal 

fwi) Fruits and VegstahUs India has so much diversity 
of elevation, olimate, soil and rainfall that there is no 
vegetable product of temperate, sub tropical, and tropical 
zones whioii cannot ffounsh here The importauce of 
fruits and vegetables iii the dietary of Indian people who 
are mostly vegetarians is very great. India grows a 
variety of fruits suoh. as mangoes, pears, grapes, peaches, 
apricots, strawberries, etc There is also grown a large 
variet} of vegetables aud edible roots like potatoes, 
bnnjals, cabbages, tomatoes, cauliflower, onions, garlic, 
ginger, turmeric, radish and turnips The market for 
vegetables and fruits is comparatively limited owing to 
their perishable nature But it is hoped that with the 
dawn of hortioultural knowledge among the people, 
development of transport and the provision of cold 
storage facilities, ‘a new era of abundant supply of fruits 
aud vegetables’ will set in Condiments and spice*! are 
chiefly grown in the extreme south of India on the 
Malabar coast and in Iravaticore Pepper, chilhes, 
cardamom, cinnamon, and olotes are some of the noted 
spioos of India 

Sngvir 8vgsr-caii& as an jnxbgenons plant of 
India which requires alluvial soil and an abundant supply 
of water The climatic conditions necessary for the 
growth of sugar-cane are a long warm season, a good 
rainfall and a good soil of average fertility Where the 
supply of rainfall 13 scanty, artificial irrigation is necessary 
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for its cultivation.. It is chiefly grown in the United 
Provinces, the Punjab, Bihar and Orissa and Bengal, 
The ci’op is usual!)’’ planted from March to April, not 
by seeds but from cuttings, and is harvested from 
.November to February. It is a perennial plant and one 
plant bears shoots for many years but since its output 
diminishes, it proves economical to renew the plants 
every two or three years or even annually. 

India, until recently a large importer of sugar, is 
nevertheless one of the most important sugar-cane growing 
and sugar consuming countries in the world, the area 
under the crop being above 4'6 million acres — a little less 
than half the world acreage producing sugar-cane. We 
not only consume the entire quantity of raw and refined 
sugar produced in our countriq but also import a large 
quantity of foreign sugar. With the grant of protection 
by the Sugar Industry Protection Act of 1932, a definite 
incenfive to the increase in' cane cultivation by modern 
methods has been given. The old varieties of cane like 
. ‘Dhaur,' ‘Chun’ and ‘Angol’ have been replaced by 
Coimbatore, Orissa and Java varieties. The sugar-cane 
, industry owes a great deal of its progress to the work of 
sugar-cane breeding stations, but still the yield of cane 
per acre in India is much less than in Japan, IMauritius, 
Java, Cuba and Hawaii. There is still a very great scope 
for further improvements in cane cultivation. It is hoped 
that the newly constituted Imperial Institute of Sugar 
Technology and the funds granted by the Imperial 
Council of Research for breeding improved varieties of 
cane and for dealing with the diseases of sugar-cane will 
. make India produce more sugar than it requires for home 
consumption. People have already begun to show some 
, concern at the alarming expansion of acreage under cane 
cultivation. The Sugar Committee has recentl)^ decided 
to start the proper sugar marketing survey, to adopt the 
zone system for each factory and to carry on a number 
of research experiments. 

B. Non-Food Crops 

{i} Cotton occupies a very important position among 
the commercial and the export crops of India. It is a 
■ sub-tropical crop and requires a peculiar kind of soil, A 
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brilliant sunshine, ahRht^oil with hmo, which can refam 
moisture for a considerable period, are the favourable 
conditions for its growth Tho blaoh cotton soil of tlio 
Deccan, which constats of deep dense clay, is most suitable 
for Its laising The plains of Gujarat ami Kathiawar, the 
liighlamls of the Deccan, the Centra! Provinces etu) Jjerar, 
Hyderabad, Central India^Sind, tlie rmnovelly, Madura, 
Coimbatore and a few other districts of Madras, the United 
ProMiices and the Punjab are the principal cotton pro- 
ducing tracts III India About half of tiio total produce 
IS raised from the black cotton sod of the Deccan There 
arc two mam crops, the enrlj crop and the later crop, 
the former is mainly grown in tlie Centra! and the 
Norlhorii India while the later in tho Southern and the 
■Western India. Thus it is grown from March to August 
and harvested from October to April 

Tho quality of cotton produced in India is inferior 
and the yield per acre is also less to that grown in the 
United States and Egypt In India it is £90 per aore, 
but in the United States and Egypt it is £200 and £400 
respoottvely India produces short-staple coltoo, which 
13 not very much suitihlo for spinning high count y arns 
Hut now efforts are being made by the Agricultural 
Department to introduce long staple cotton in India and 
to improve the quality and yield of Indian cotton 
AUhougU the effoits to cultivate Egyptian ooUou uv Suid 
failed, the American cotton is being successfully 
cultivated in Hombaj, the Punjab and tho United Provin- 
ces To clieck the syslomelic deterioration of Indian 
cotton and to improve its marketing conditions, tho Indian 
Central Cotton Committee was appointed in 1921 Uuder 
its control and direction the quantity and the quality of 
cotton grown here has improved The total area under 
cotton IS about 16 million acres and the total output is 
more than 6 million bales of cotton of £400 each Our 
mills are cousiim'ijg more than 46 per cent of the yield 
and are producing about 860 million lbs of yarns per 
year 

India has always been a large exporter of raw cotton 
to foreign countries and nearly half of the total produce 
19 exported annually to JapTO, China and the continent 



NATURAL ENVIRONMENT AND RESOURCES OF INDIA 165 


of Europe, but now owing to the trade depression and 
war the total export is being much lessened. 

[ii) Jute is the next important fibre after cotton and 
occupies about 3 million acres of land. It requires moist 
and alluvial soil which remains submerged under water 
where the plants are growing. Thus its production is 
confined mainly to Bengal, Assam, Bihar and Orissa. 
The soil is enriched by alluvial deposits brought by river 
inundation and is thus made suitable for the growth of 
this exhausting crop without any manure. It is a Kharif 
crop being sown from March to May and harvested in 
the mouths of August and September. In the fertile 
valleys of the United Provinces about 2938 acres have 
come under jute cultivation. India exports jute both in 
raw and manufactured state. The United Kingdom, 
Germany, Spain, France, .lapan, China, the United States, 
Italy and Belgium are the chief customers of India. The 
value of jute exported to these countries exceeds Es. 72 
crores. 

{Hi) Oil-Seeds. There are several kinds of oil-seeds 
e.g., linseed, sesamum, rape and mustard, ground-nut, 
cocoa-nut, castor, cotton seed, moicra, niger, coriander, 
cummin, ajican, and kavdi which are grown in Bengal, 
Bomba}', the Central Provinces and Madras ; elsewhere 
they are grown as mixed crops ; and are raised both as 
Eabi and Kharif crops. They form important crops in 
every part of India and ^re put to many different uses. 
Linseed is a crop mainly raised for oil. It is largely 
exported to foreign countries. Its cake is used both as 
a fodder and a manure. 

Sesamum of tif a Kharif cvo-p being sown in July and 
harvested in November or December, is largely exported 
for soap making purposes. It is also used for food 
purposes. Burma and the United Provinces are the 
principal growers of it. Ground-nuts are chiefly cultiva- 
ted in Madras and Bombay, and have shown striking 
expansion in recent years. Eape and mustard are Rahi 
crops which cover about 6'88 million acres of land, in- 
cluding 2’68 million acres in the United Provinces, on 
which mixed crop is raised. Cocoa-nuts are important 
sources of oil and much possibilities are awaiting its full 
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derelopmenl Oasler seed is also important because tin 
eri siJb-TCorms are roared ou its loaf It is sown m llie 
begmniiig of tLe jSIsnsooe rams and liarresled from 
Jfluuarj to Foiiraary 

Economically, tli© export trade m oil seeds is rery 
iiarmful ns their export not only robs ug of oil but also 
of the calve -which is so necessarily required for cattle and 
mananug and oousequently ways and meaus should be 
sought to put au end to llieir export 

(to) 3ea flomishes most m warm, moderately damp 
and fairl} equable clunales 'Ihe tea plant requires 
coDslaut shower of rams but does not lihe to remain 
in water for long and, therefore, well-drained hdly 
slopes are the best sites for Its cultiration. It is chiefly 
cultivated in Assam, Bengal, Nilgin Hills, K»ngre Valley 
and Deliradun India is a serious rival to China in tea 
production and liad ousted Chinese tea from the English 
and European markets The consumption, export and 
production la India have greatly increased due to the 
keen interest and efi'orts of the Indian 'lea Association 
The tea industry is mostly in the bauds of Europeans 
(u) Ccflee It requires moderately mild climate, heavy 
rainfall and well-drained slopy hills Its cultivation is 
mainlj confined to Jlysore, Ooorg, Travanoore, and some 
parts of Madras It is sown and transplanted in the 
ratii} season After three years of its trausplantalion, the 
jilaiit bears fruits and ripe ones are collected from Goto 
her to JtinuRty eveiy succeeding joar After going 
through many maiuifacturiiig processes — pulping, fer- 
menting, drying, milling and winnowing, ©tc^ — coffee is 
prepared out of these ripe fruits But owing to the keen 
competition with the cheap Brazvlhan coflee, the Indian 
coffee industry has been bit very hard Areas once 
growing coffee are now plauted with tea shrubs 

(ti) IndiQO It is chiefly cultivated in Madras, Bihar 
and Orissa, the United provinces and Bombay India 
has been growing judigo from very ancient limes and for 
many decades m the the nineteenth century India led the 
van of indigo trade in the world market But the intro- 
duction of synthetic uidigo m IS'l? almost proved fatal 
to our indigo industry from the effects of which it is not 




Collection of Tea leaves 
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yet fully recovered. Now-a-days Bihar is the most im- 
portant from the point of foreign trade and it is here 
that the dye is systematically extracted and marked under 
European supervision. The bulk of indigo produced in 
Bihar factories is exported from Calcutta. 

(mi) Tobacco flourishes in those areas where the soil is 
most alluvial, and well-drained. The chief provinces 
noted for tobacco cultivation are Bengal, Burma, Bihar, 
the United Provinces, the Punjab, Bombay, Madras and 
Central India. Half the recorded area under tobacco is 
in Bengal, but the province takes no share in the higher 
grade manufacture. The greater part of tobacco grown 
in India is intended for htiJcka smoking and is coarse 
and heavy in flavour. But recently there have been 
some important developments in the production of 
superior type of tobacco for commercial purposes. Mad- 
ras and Bihar are showing great improvement in the 
manufacture of cigars. 

iviii) Opium. At one time it was a very flourishing 
industr3' of India and was cultivated widely in Bihar, the 
United Provinces, and many native States such as Indore, 
Grwalior, Bhopal, Mewar and Baroda. But the area under 
this crop has been considerably reduced owing to the 
stoppage of opium export to China. In recent yeai's its 
internal consumption has been also controlled and 
discouraged. At the present day the cultivation of poppy 
is mainly confined to Bihar and some eastern districts of 
the United Provinces. 

{ico) Cinchona. It flourishes most in cool climates and 
is mainly cultivated in Darjeeling and the Nilgiri Hills 
on slopes with plentiful supply of water. Quinine is 
produced from cinchona which is largely used in preven- 
ting and curing malarial fever. It is a government 
monopoly. 

2. Mineral Products i i 

It has now been definitely ascertained that the mineral 
potentialities of India are quite sufficient to maintain 
most of her ‘key’ industries. “The feature that stands 
out most prominently in a survej'’ of the mineral ^sources 
of India is the fact that while striking progress has been 
made in recent years in opening out deposits from which 



natural ENVIRONAIENT and resources of INDIA 169 

owners are compelled to have recourse to the South 
African coal or coa! imported from Germany and England. 
If improved and economical means are devised in mining it 
is expected that India will easily meet her growing de- 
mand for coal. The total output is near about 36 million 
tons valued at Ks. 10 crores. Railways alone consume 



about 34 per cent of the total production. The rapid 
increase of production of coal flooded the inland markets 
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and caused a serious depression in the' coal industry 
The goverumeDt met theeitaatton by levying a protection 
duty on imported coal and by adopting measures to 
recapture the overseas markets To popularize soft coke 
as a domestic fuel, the Indian Soft Coke Cess Committee 
irss appointed 

(n) Iron The mdigenons iron industry has been in a 
flourishing condition from ancient times and was carried 
on m different parts of the country iron ore is found 
m man 3 provinces of India but by far the richest and 
most important of the iron deposits are those that occur 
in the ‘Iron Bell' of Smgbbhnm and the Keonjliar, 
Boiiaigarh and Mayurbtiaiij Slates of Orissa, whvob contain 
‘a range of iron ore running almost continuously for 
forty miles ’ The tracts are estimated to contain no less 
than 2,800,000,000 tons of ore 

£nrl} attempts to establish a sucoessful iron and steel 
industry outlie European mode! proved abortive The first 
sucoessful conoern may be said to date wlien lu 1S74, the 
Barakar Iron Works slatted their operations on the 
Jherria coalfields Later on in J N Tata the 

giant uidustrialist of India, inaugurated the Tata Iron 
and Steel Company at Snkchi Steel wai first manufactured 
in India by the Tata Iron and Steel Company Ihe war 
gave stimulus to the iiiduatry, though it had to face after 
the termination of the war n fierce competition from the 
imported steel coming lu tho Indian market at very cheap 
rates The proximity of coal fields aud iron deposits m 
Bihar and Orissa is of an uiestimablo advantage for the 
successful working of the iron and steel industries of 
India as this is enjoyed by veiy few countries in the 
world For the rapid and successful industnahzalion of 
the country the development of iron industry is an m- 
dispeusable factor 

(tu) Fefrofcttiii There are two distinct oil-bearing 
areas in India on either side of the Himalayan arc , the 
one on the east, and by far the most important, includes 
Assam and Burma and the islands of the Arakan coast, 
contributing 95 per cent of the total output , the other 
on the west includes the Punjab and J3aluchistan The 
most successful oil-fields are found m the Irrawady 
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Valley in Burma, from which nine-tenths of the in- 
digenous petroleum is obtained. It is also believed that 
the Burma oil-fields are on the point of exhaustion. 
India has to import every year huge quantities of kerosene 
oil especially from Russia and the United States in spite 
of the marked increase in its production. 

(eV) Gold. Almost the whole of the Indian output of 
gold comes from the Kolar Gold Fields in M 3 \sore. It is 
also produced at Hutti in B[yderabad State, in the 
Dharwar district of Bombay and the Anantapur fields of 
Madras. The output of the Kolar Gold Fields is on tlm 
decline. It is estimated to be S lakhs fine ounces of 
gold. 

(w) Hlangnnese is a very valuable mineral which is 
required largely by steel and glass manufacturers. The 
industry dates from 1892 when quarrying began in 
Vizagapatam in the Madras Presidency. In 1900-1901 
the rich deposits in the Central Provinces were quarried, 
which now yield a large quantity of ore than the Vizaga- 
patam mines. The most important deposits occur in Bihar 
and Ofissa, Ilombay, the Central Provinces, Madras and 
Mysore. India now ranks second in the list of manganese 
ore producing countries, but a major portion of it is 
exported to outside countries. 

(vi) Mica. It is found in Bihar and Hazaribagh, 
Monghyr and Gaya, in the Nellore districts of the Madras 
Presidencj' and in A jmer-illerwara and other States of 
Rajputana. India has for many years been the leading 
producer of mica with an output of more than tfiree-fifths 
of the world’s total. It is put to diverse uses and is 
mainljf used in the electric industry as an insulating 
medium. With the development of this industry the 
demand for mica has also increased. India exports it 
mainly to the United Slates and the United Kingdom. 

(vii) Saltpetre. At one time India possessed a practical 
monopoly in the supply of saltpetre which is so important 
in the manufaclure of explosives and chemical manure, 
but now its production is on the decline owing to the 
discovery of large deposits of sodium nitrate in Chile in 
South America. 
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(rm) /me Tlie most impoitant deposit of zinc ore 
IS that of Bawdwiii m iho Shatt States of Burma Altliough 
21110 ores have received but very httlo attention m India 
for the past fifty years, there are many prospects of 
India’s becoming an important producer of zinc ores 
Tho Baivdwin deposits aro very rich and if fuHy worked, 
India will not only supply her own demand biU largo 
amount of aino will be available for export 

(*x) Salt The oonsiimption of salt is gradually 
increasing m India and is mow about 17,11,348 tons a 
year It is obtained by three important methods m India 
About 60 per cent of tho total output is obtained by 
evaporation of sea water on coasts of Bombay, Madras 
and Burma Another eouroe of salt is the Sambhar Lake 
111 Eajputana The third source of salt is the Salt Eange 
and tho Ifohat minas m the Piiujab, which are believed 
to be very noli and practically looihaustible Its roanu* 
faoturo IS solely m the hands of the Government of India, 
though pn\ ate oompnnica aro allowed to manufacture it 
on certain terms and conditions 

The other mineral produota exploited on n commercial 
basis are tin copper, ohromite, lead, silver, aluminium, 
nickel, gypsum, potash, gem stones, rubies, diamonds, 
wolfram and sulphur, amongst which some are very 
important for the de\elopment of metallurgical and 
chemical industries 
3 Forests 

The forest -vegetation of a country is largely depen- 
dent upon rainfall and elevation , where the temperiture 
13 high and rainfall abundant, evergreen forest* are found, 
bat in proportion as cither of these conditions is wanting 
they become scanty and stunted It is for these reasons 
that tropical countries with great heat and extreme 
moisture are covered with dense forests 

India is not unfavourably situated as regards the 
abundance and variety of her natural forests wluoh cover 
more than 22,600 square miles in area Broadly speaking, 
the following mam types of forests may be disfuiguishod 
(i) Evetgieen Foiesie These occur in regions of 
very heavy rainfall, such as on the slopes of the ^Ve^te^D 
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■ G-liaLs, the Eastern Sub-Himalayan tract and the coast 
•districts of Burma and Chittagong and are characterized 
by the great variety and luxuriance of their v^egetation, 

[ii) The Deciduous Forests, in which most of the trees 
are leafless for a portion of the year, occupy the large 
areas of the Sub-Himalayan tract, the Peninsula and 
Burma comprising considerable teak and sal trees. 

{Hi) Hill Forests. In these forests the vegetation 
varies considerably according to elevation and rainfall. 
In the north-western Himalayas the chief timber tree is 
the deodar which occurs most commonly at an elevation 
of 6,000 to 8,000 feet, and in association with oaks or 
blue pine towards its upper limit the deodar merges into 
very large areas of spruce and silver fir while below it 
are found extensive forests of the long-needled pine 
which is tapped for resin. On the eastern Himalayas in 
Assam and Burma the hill forests possess oak, magnolias, 
while Assam and Burma are covered in the dense Khasia 
pine at the elevation of 3,000 to 7,000 feet, 

(iv) Arid-country Forests. They are mostly found in 
Sind, Rajputaua, Baluchistan and the south of the Pun- 
jab. The number of species is few and the produce is 
insignificant. The only important tree of these dry 
tracts is babul. 

(v) Littoral or Tidal Forests occur on the sea coasts 
and along tidal creeks. The important trees are the 
mangrove or the sundries. 

Utility of Forests 

Undoubtedly, the importance of forests in the economy 
of an agricultural country like India can hardly be 
•exaggerated where the benefits derived from them are so 
manifold. They exercise a tremendous influence on 
economic conditions both directly and indirectly. 

Indirectly, forest trees transpire enormous quantities 
of moisture which redirces the temperature of the 
atmosphere in hot climates thus producing an effect of 
equalizing temperature. They have been also called 
regulators of rainfall, because by reducing the temperature 
of air they cause condensation. ' They act as a storage of 
rain water in the soil and raise the sub-soil water level of 
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tlie earth and produce a more eonstaJit feeding of springs 
and rivers in the samaier season They, by regulating the 
courses of rivers prevect flooding of water, erosion of 
the soil and denudation of rods ihey Supply rich leaf 
mould ivhioh fertilizes the soil, and forms one of the 
cheapest manures available for the former in the vicinity 
of forests They reduce the vdo'‘ity of air currents and 
protect the adjoining fields against cold and dry winds 
In short, ‘ Forests are national assesls and civilization is 
in urgent need of them Not only do they provide 
supplies of timber, prodqoe other raw materials and 
incidentally give a revenno to the btate, but their indirect 
advantages arc even more important ' 

Tho direct advantages of forests are very valuable 
inasmuch as they supply ns a number of valuable forest 
products such as timbers, flbrea, glasses, drugs, spices, 
rubber, bamboos, dyes and tans upon which depend the 
successful working of so many maunfacturing industries 
of ludia Ihey supply graziug grounds for cattle 

ladja possesses an inexhaustible forest wealth and if 
necessary amount of knowledge and enterprise, capital 
and other requisites of prodoction are available, there 
are chances of India’s becoming a leading industrial 
country in her mannfactured forest produots The ex 
tensive reservoir of timbers and grasses can be success- 
fully exploited by starting of re'un, rubber, match, 
turpentine and catechu industries It is because of these 
incalculable advantageous services that every civilized 
State has taken special measures for the preservation, 
protection and artiGcial growth of forests The income 
derived from these forests by Goiernroent is near about 
two crores of rupees and in view of the vast area under 
forests the amount is inadequate Germany with a 
smaller forest area earns more than 20 times than India 

Claiilflcallon and Adroinliiratloo of Foreits 

The extensive forests in India are owned and managed 
by the State and for administrative purposes they have 
been classified into three distinct divisions— menvd, 
protected, and undassed, according to the degree of Control 
exercised by the State on forests 
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The reserved forests are solely under the control of 
the Government and are intended to be maintained per- 
manently on climatic and physical grounds or for the 
supply of valuable timbers for commercial purposes. “In 
the case of protected forests, the local government has 
power to close a portion for a limited period, to reserve 
particular trees, or classes of trees, and to prohibit or 
regulate the I’emoval of forest produce, the clearing of 
land, and the pasturing of cattle. The protected forest 
may be either in a state of transition to reserves, or 
intended to remain permanently in the second class.” 
The only difference between the two classes of forests is 
that in the protected forests the control is not so stringent 
as in the reserved forests. In the case of unclassed 
forests, there are very few restrictions for the use of the 
public. There are about 2,500 species of trees of which 
the most important and valuable is teak. 

In order to put a stop to the reckless destruction of 
forests and for their proper maintenance, conservation 
and better utilization, the Government have instituted 
the Forest - Department. The Inspector-General of 
Forests is the Head of the Forest Department and is the 
technical adviser to the Government of India in matters 
relating to forest. The main functions of the department 
are to conserve, replant the forest trees and to improve 
•their yielding capacity and to demonstrate their commer- 
cial value for industrial exploitation. For the promotion 
of research work a Forest Research Institute was estab- 
lished in 1906, and as a result of its efforts many valuable 
investigations have been undertaken and steady progress 
is being registered in scientific and practical knowledge 
which should ultimately lead to the fuller and better 
utilization of the raw products yielded by Indian forests. 
There are five main branches of research namely Sylvi- 
culture, Forest Botany, Forest Economic Products, 
Entomology and Chemistry, each branch being in charge 
of a research officer. One of the most important results 
of research has been to demonstrate that bamboo can be 
utilized for the manufacture of paper pulp, in addition 
to grasses like Sabai and BTiahar which have already 
been exploited in many paper mills of India. Improve- 
ment in the means of transport and communication. 
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together with the proper afforestation and sylviculture 
schemes, will go a long way m increasing the potentiali- 
ties of forests of India and will help the development ol 
many forest industries which are jet very backward and 
mostly lu a serai developed state 

SOURCES OP POWER 

From times immemorial roan has felt the nulispens- 
ableness of pressing into his service some external power, 
ill order to assist him in the production of wealth 
Although human power has been used from the very 
infancy of creation, itis very limited, nay ridiculously 
insignificant to operate heavy implements and, therefore, 
the muscular energy of cattle was sought m its stead 

India, being an agricultural country has been using 
cattle power for drawing ploughs and carts, crushing 
cane and seeds, lifting water from wells, and threshing 
gram for centuries unknown The entire agricultural 
operations in the country, are being earned on by draught 
cattle and practically no motive power is employed 
Hence the importance of cattle power m India is beyond 
question and any improvement m the quality of animals 
will surely increase the efficiency of agriculture As 
the productive operations in the industrial economy be- 
come heavier and more complicated, the necessity of 
using some motive power or energy obtained from nature 
becomes more imperative By power we mean any 
mechanical energy which helps in propelling engines aad 
machinery 

One of the essential conditions of the successful 
industrial development is the provision of cheap motive 
power Today, the suocess of raaoufactuniig industries 
m any country is largely governed by the cheap availabi- 
lity of natural resources for generating energy In spite 
of the disadvantage in not having even distribution of 
different sources of power, India is capable of generating 
sufficient amount of energy for her present needs The 
principal sources of power available in India are coal, 
wood fuel, oil, wind and water 

(1) Coal IS still the most important source of power in 
|ndiq and extensively utilized for generating steam Most 
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of tlio maimfncinriKg indastrios in India are wojked by 
steam and practically the ■whole of our railways are driven 
by steam-engines. Goal has one great drawback in India 
as a source of power. Owing to its concentration in the 
Gondwana coal-fields the transporting charges to the big 
industrial centres in the far-off provinces are veiy high 
with this consequence that they increase the cost of pro- 
duction of the finished commodities to a considerable 
degree. The Indian coal can be used cheaply and con- 
veniently only by the Bengal jute and the Bihar iron and 
steel industries which are in the vicinity of coal mines. 

(2) Wood-fuel can also be utilized to generate energy 
but owing to many extravagant methods involved in its 
operation, it is not much availed of. As the forests are 
easily exhaustible unless they are re-afiforested on a com- 
prehensive scale, it is not expedient to utilize them for 
this purpose because it will result in a reckless destruction 
ultimately detrimental to the better interests of the 
country in a variety of ways. 

(31 Oil. For driving light machines like oil-engines, 
motor-cars, and buses, oil is a very important source of 
power, The most successful oil-fields are nearing their 
exhaustion and, therefore, the need of careful economy in 
their exploitation has been insisted upon. Hence, it is 
not a promising source of power and much reliance 
cannot be placed on it. 

(4) Wind-j)oicer. This power is very helpful to the 
agriculturists in the winnowing of crops, such as wheat, 
barley, rice, millets, pulses, oil-seeds etc. cultivators 
usually stand on stools and drop the thrashed crop from 
the above when the corn and chaff are separated, the 
latter being taken away at some distance by the force of 
the wind. It is also used for lifting water. It can be 
advantageously employed in mills with smaller wheels 
and lighter naachiues. The chief defects with the wind- 
power are that it is periodic and uncertain nor can it 
drive the heavy machinery. The value of wind-power in 
India is very small, because of the lighlne.ss of the 
prevailing winds except along the sea-coast and on the 
Heccan uplands. 

(5) Water-'ppicer. The limited supplies of coal, wood 
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mid Oil fuel and the world’s increasmfi demand /oi iliem 
^toossitated people to discover the possibilities of utiliz ng 
water for the generation of oloctncity as a olieap and 
officiont source of eiierg}. Tie discovery of lijdro 
©leolricitj opened up a new vista and has brought about 
flu unprecedented change lu the strnctiiie of the indii-,trial 
society India promises to be one of the leading conn* 
tries of tlio world in regard to the develof ment of hydro 
eh etrio power and a great push forward has been given 
to the development of bjdro electric projects lu our 
country The crying need of India is the provision of 
cheap and efficient power which is the kejnute of 
Biiccossful industrial development Our coniitry la 
gifted with vast potoiitiahlies of waterpower and its 
traiisini«siou by oleclnoity offers goo 1 opportunities for 
suppl3irig larger quantities of power at cheaper rates m 
all parts of India 
Hydro Electric Sebenes in India 

llytoic Installation Tins Jijdro electrio scheme was 
inaugurated on the Caurory iircr, lu Jllysoro State at 
Sivnsaiundram in 1902 with tlio mam object of suppljmg 
power to tlie Kolat goldfields Electricity generated at^ 
Stvasamudrain IS transmitted 92 miles to the gol) fields 
at Kolar It was for n long time the longest eleotncal 
power transmission hue in the world ’ Oarrent is also 
seut to Eangalore, 69 miles awaj, where it is used both 
for indnstnal and liglitiug purposes 

Kashmir Project Subsequently, the Kashmir Durbar 
utilized the Jlielum river by msUvUmg a plant near 
IJararaulla, which is capable of generating 20,000 units of 
eleotncnl horse power *1116 power is used by the Silb 
Factory for moving the machinery and heating purpose 
Tho greater part of Srinagar city la electrically lighted 
and tlie demand for power is ooustaiitly on the increase 
Tata Hydro electric Schemes Ihe greatest water- 
’pWA’i un/lAitaJu'n/g’. 'lu va, b/vw.-vw., Oia. 'Ufa. 

hydro electric schemes ou the Western Qhats, recently 
biought to fruition for the supply of power in the city of 
Bombay They mark n big step forward m the industrial 
development of India The first scheme was started m 
1916 ui tho neighbourhood of Lonavla aboye the Bhof 




Electrifying cattle feed with the hope that there 
will be a greater yield of milk 
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Gliat. “The rainfall is stored ill three lakes at Loiiai la, 
'W’alwham and Shirawta, whence it is conveyed in maso- 
nary canals to the fore bay or receiving reservoir. The power- 
house is at Khopoli, at the foot of the Ghats, whither the 
stored water is conveyed through pipes, the fall being one 
of 1,7'26 feet. In falling from this height the water 
develops a pressure of 750 lbs. per square inch and wiih 
this force drives the turbines or water-wheels." Originally, 
the scheme contemplated to generate only 30,000 electrical 
horse-power, but the increasing demand necessitated an 
extension orShirawta dam, which increased the capacitj^ 
to more than 40,000 horse-power. 

Another scheme, called the Andhra Val ley Scheme is 
calculated to generate 1,00,000 horse-power wHicirivilT he 
consumed by Tramway Company, and also by the Harbour 
Branch and Bombay-Kalyan section of the G. I. .P. Eaii- 
way for the first stage of their electrification scheme, A 
third project under the name of the Nila-M ula Scheme is 
now complete. After damming the valleys of the Jshla 
and the Mula rivers a big lake having an area of sixteen 
square miles has been formed at Mulshi, out of which 
water is made to fall from a height of 1,750 feet at Bhira 
power-house. It is calculated to supply 150,000 electrical 
ho rse-power which will be absorbed by mills, factories 
and local areas not yet electrified in Bombay and suburbs 
as well as by the B, B. & C. I. and the G. I. P. Eailways. 
Another big project is contemplated by Messrs. Tata in 
the huge valley of the Koyna river which is calculated to 
generate 350,000 horse-power for developing electro- 
chemical industries near the power installation. When 
fully utilized and in complete working order, the" hj^dro- 
electrioity will not only remove the great handicap of 
dear power from which Bombay has hitherto been subject 
to, but will bring an appreciable saving in industrial cost 
and a considerable economy of fuel, and also improve the 
general tone of the public health by the conspicuous 
absence of dirt, soot and smoke — the dear associates of 
coal and oil. 

\ The Ganges Canal Hydro-electo'ic Schemes. Recent in- 
vestigations have evinced fair prospects-'for the develop- 
inent of water-power ip the United Provinces and the 
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Gmigea Cannl HyOro clcctrio Pioject lias been undertaken 
Jo supply chea)i ])owcr for ligblmg and Jiulaslnal purposes 
by racauH of tho ‘grid system’ Apart from employing 



tha Gauges canal for irrigating tlie land, it has been 
fnrlhor utilized m gouorating electno power for lighting, 
luduatnat and ngncuUural purposes On tlio canal about 
ten falls have beon cousulcred suitable for generating 
olootrioity, out of whioli six ha\o been already developed 
and are supplying more than 15,000 kilowatts of electri- 
cal power i'lio important power stations nro Ulnra, 
Sumora, llabadurabad, Pairs, Cliitaura and Mohaminadpur 
The proposed sclieincs likely to bo completed by the year 
1941 have a potential generating capacity of over 2,800 
kilowatts The elcolno power is conveyed by overhead 
lines to nil the big towns in tho districts of Saharanpur, 
JIu^alTarmignr, hlperiit, Bijnoro, iloradabad, Bulandshahr, 
Aligarh, Nagina, Hathma, Uadnuii, Etah, Muttra and 
Agra 

State tube-ue'ils have been constructed for ©nsuring a 
regular supply of water to agncultunsts m thoso areas 
whicii hitliorto suffered from the shortage of artificial 
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means of irrigation. It has been planned to construct 
about 474 tube- wells in the district of Moradabad, 237 in 
Meerut and Bulandshahr, 107 in Bijnore and about 400 in 
Badaun. The G-rid eleotricity, besides being useful and 
convenient to cultivators in their agricultural operations 
as a cheap source of power, has also greatly helped the 
development of minor industries as it is now transmitted 
to about 100 towns of the districts mentioned above. 

5 The Mandi Project in the Punjab. The Mandi Project 
utilizes the snow-fed waters of the Uhl river, a tributary 
of the Beas, which joins the latter in Mandi State about 
five miles east of Mandi town. The scheme has been 
formulated in three stages. The first stage of the project, 
which is now complete, will generate 48,000 horse-power 
which will be supplied to Lyallpur and Ferozpur. In the 
second stage, by the construction of a dam the electrical 
output would be doubled. In the last stage an additional 
amount of 64,000 horse-power will be generated and the 
transmission of power will be extended to Saharanpur, etc. 

Madras also ofiers many favourable sites for hydro- 
electric projects: of these one on the Pykara river in the 
Nilgris known as the Pykara Hydro-electric Scheme was 
completed in 1932 by the Madras Government. The 
Mettur Hydro-electric 8chem6 which was recently com- 
pleted by the Madras Government provides electrical 
energy to many important cities in Bladras Presidency. 
Assaim has sufficient power for supplying the needs of its 
tea industries. In Bihar and Orissa and the Central Pro- 
vinces there are only moderate possibilities of develop- 
ment. Bengal has large water-power in its Himalayan 
area. 

Although so much progress has been made a very 
small fraction of the country’s water-power is, at present, 
being utilized. The estimates show that only two 
per cent, of her water-power is used while the rest is still 
running to waste. The one great difficulty that we have 
to encounter in the generation of power in India is the 
initial heavy cost of installation owing to the seasonal 
character of rainfall. Means have been devised to cheapen 
■the cost. The hydro-electric schemes have been combined 
with important irrigation projects, “the water being first 



Electro-culture of fruits 





NATURAL ENVIRONMENT AND RESOURCES OF INDIA 183 


of many of their difficultias, specially ia conuectiou with 
labour supply aud housing. 

It is also increasingly realized that cheap fares in conse- 
quence of cheap power on the electrified suburban railways 
and tramways for the removal of the surplus population 
from the congested cities will bring a real social gain in 
the shape of the improved health of the people. The 
cities of today enveloped in thick aud foul smoke, over- 
laden with soot aud dust and surrounded with stifling 
atmosphere will be a thing of the past with the gradual 
adoption of the hydro-electric power. 

Animal Resources 

India abounds in a large variety of wild and domestic 
animals. The extensive forests of India shelter multi- 
farious wild animals and numerous species of birds 
providing an excellent game for hunters aud fowlers. 
The domestic animals are an indispensable factor in the 
agricultural economy of India. The bullocks and- the 
male buffaloes are the most important for agricultural 
purposes ranging from the ploughing of the field to the 
threshing of the corn. The cow and the she-buffalo are 
mainly prized as sujjplying milk aud dairy products 
which are necessary food articles in a vegetarian diet. 
Goat and sheep provide us with milk, mutton and wool. 
Horses, ponies,- donkeys, camels and elephants are useful 
animals of burden and are considerably used in different 
parts of India. Other important by-products of animals 
are tusks, bristles, horns, fat and bones which are of 
great economic value. 

The following table will show the population of live- 
stock in British India and Hative States. 


British India in lakhs 

Native States 
in lakhs 

Cows, bulls and buffaloes ... 

1520 

1410 

Sheep and goats 

350 

280 

Horses, donkeys and mules ... 

30 

10 

Camels ... 

2 

5 

Total 

1902 

1705 
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LookJDfj o\er tho above fignre'i, it js uot ciifficalt to 
find out that our cattle supply por ICO acres of land is 
very high as compared to other co«utrie<!, whilo m terms 
of the population of this country our live btocli is 74 per 
100 people as compared to 600 of United Kingdom, 160 
of Austialia and d'JO of Uruguay , but it must be admitted 
that our stock of domestic auimals is blowlj deteriorating 
to the great cletiiment of the agricultural industry m 
India Diminished grounds for grazing, insuffioieut 
fodder crops, slaughter of prune cows and absence of 
facilities for bolter breeding and cattle roaring have 
jointly and separately brought about this undesirable 
slate of our cattle It is an imperatue necessity not only 
in the intorebts of the agricultural iiidtistrj but also of 
the people of the country that the above noted defects 
ehould bo removed to improve the qoahtj of tlio cattle 
This matter is now reooiving theatlention of the Imperial 
OouuQil of Uesoarch The present Viceroj of India is 
taking n verj keen interest in improving the quality of 
the breed of cattle aud to solve the problem of milk 
supply m the country 
Pisciculture 

Of the aquatic products fish forms an important food 
product especially m provinces like Bengal, Bihar aud 
Ori-'Sa, Assam, Burma ond the coast strips of the Peuiusula, 
where ‘jt supplies the people with the nitrogenous 
oleraenls m their diet, elsewhere obtained by the use of 
pulses " But the fisheries of India in spite of their 
potential resources as yet yield a more fraction on what 
they could if they were exploited on scientific basis The 
chief distniguishiijg feature of rur fishing jndnstry is 
that it la regarded as a low occupation ami universally 
relegated to low-cast© people who aie extremely averse 
from changing their pnmitive methods of oatchiug the 
fish owing to their want of education, lack of canital and 
extreme conservatism As thafiah piovides us a dehoioiw 
type of food, an organised exploitation of the enormous 
resources is absolutely uece^sary along modern scientific 
methods 

The Madras Government was first to lake the initiative 
and set up a distinct Fisheries Department whose 
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activities have greatly espauded since its iueeption. The 
main efforts of the Governmeut are directed towards 
improving the professional knowledge of tae sea-going 
fishermen. Pish-cnring is practised extensively everywhere 
on the I\Iadras coast and the development of this industry 
is due primarily to the sincere efforts of the Department 
of Fisheries. In J3ihar and Orissa fishing is extensively 
practised in small rivulets, estuaries of rivers and swamps. 
Bengal is euormoush'' rich in fishery wealth and in every 
tank or Jlieeloi the village fish is regularly reared. It 
is a necessar}' item in the diet of about 80 per cent, of the 
people living in Bengal. Calcutta alone consumes over 4 
lakhs maunds aunuallj'. In this undeveloped state of 
fisheries when the}' are most crudely exploited about 9 
lakhs of people are engaged in catching and selling fish 
in Bengal. The Bengal Fisheries Department is making 
some efforts to improve the propagation of fish and the 
lot of fishermen with a view to free them from the 
oppression of the mahajans (fish contractors and middle- 
men) by organizing them into a number of fishermen’s 
co-operative societies. 

If Bengal’s fisheries are mainly confined to inland waters, 
those of the Bombay Presidency excepting Sind where fish 
is abundantly found in inland waters, are mainly found 
on the coa>t line of the sea. In Burma the fisheries being 
the monopoly of the Government yield a large amount 
of revenue to the province and therefore they are 
regarded by some as one of the most important sources 
• of national wealth. 

High-class capitalists have always fought shy of 
mixing with the low-caste fishermen to assist in the 
development of the Indian fisheries. The present oon- 
-dition of the industry is such that the initiative to uplift 
and educate the fishing community and to introduce the 
modern improvements in the industry, must be taken by 
the Governmeut. 



ODAKTER XII 

LABOTJll 

Whal Labour Mean* ’ 

Labour, in Eoonomics, mcladas all htimau effort, of 
body or mind, which is directed to the production of 
wealth Jevong haa thus defined it, ''Labour is effort, 
bodily or mental, put forth by human beings, not exclu- 
sively for the sake of the pleasure immediately associated 
therewith but partly or wholly, with a view to the attain- 
meat of some ulterior object” 

According to this definition, only huaao exertion 15 
labour which is undergone with the object of creating 
sozQontiiity or rendering some service measurable 111 
terms of money, wliereas tho work done by animals siioih 
as horses, camels, etc , is not classed as labour iQ Econo* 
mics All those exertions which are undertaken by men 
merely for tiie sake of amusement and pleasure such as 
m singing, swimmiog, playing and walking are not 
regarded as labour m spite of their casual or ancillary 
ad vantages 

In Economics, only those exertions which are under 
gone with the object of getting some remuneration and 
which must result in the creation of wealth are termed 
as labour A son who serves his father out of his parental 
affection cannot he called a labourer and as such his 
services cannot bo classed ns labour A tourist: who 
climbs a mountain simply to enjoy its beautiful laiid- 
Bcapes IS not a labourer, but the guide who climbs m the 
expectation of some reward i« a labourer If wo ate to 
classify any exertion as labour w© should see whether iC 
results in the creation of wealth m a form whicii may be 
ulilited to satisfy some human want Accordingly, (he 
labour of a thief, a gambler, a swindler, a mendicant 
cannot become economic for all these groups of persona 
186 
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simply try to get things away from others, without add- 
ing any utility to them. 

The work put forth by persons is of very different 
kinds ; unskilled labour requires more of physical strength 
and is mainly mechanical while skilled labour is that 
which requires the use of mental faculties of intelligence, 
discrimination and judgment. In some professions both 
kinds of labour is required, though the predominance of 
the one may be quite apparent. The labour of domestic 
servants, peons, ordinary labourers employed "for digging 
earth or engaged in other professions requiring no skill is 
unskilled, while that of doctors, lawj’ers, engineers, 
accountants, carpenters, etc , is skilled, because the latter 
have undergone a course of special training for doing 
their work. 

The word labour is often used to denote the labourers 
themselves, and no ambiguity is felt in using the term 
'labour’ for the term ‘labourers’ because labour is in- 
separable from the labourer. We often hear people 
speaking that labour is cheap or dear meaning thereby 
that labourers are cheap or dear. 

Productive and Unproductive Labour 

There has been much controversy among the econo- 
mists over these two forms of productive and unproductive 
labour. For instance, one of the earlier groups of French 
economists or, physiocrats, as they are called, believed 
that only that kind of labour is productive which is 
devoted to the production of agricultural crops and 
minerals. Adam Smith and John Stuart Mill believed all 
those efforts to be productive which are embodied in 
material objects and as such they regarded the labour of 
the public officials and professional men, whose efforts do 
not contribute an}' tangible results, as unproductive. 
Smith defined unproductive labour in the following words : 
“All works which perish in the' very instance of their 
performance and seldom leave any trace or value behind 
them, for which an equal quantity of service could after- 
wards be procured, are unproductive works.'" Their main 
contention was tliat the labour of domestic servants, 
lawyers, judges, policemen, actors^ teachers, etc., did not 
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result m the creation of Ire^h wealth and a< such their 
labour was called unproductuo 

But the modern economistg do not draw any such 
arbitrary line between those two forms of labour Accor- 
ding to our definliou any kind of labour which pro luces 
economic utility irrespective of its forma is a productive 
labour "Broadly,” says Chapman, "all is productive 
labour, which yields, or is intended to yield, somethiug 
of value , it embraces all services whioh we are prepared 
to pay for ’ Only that labour unproductive which 
fails to produce any utility Again to quote the same 
learned writer, if a company started to out a canal but 
was afterwards compelled to desist because the project 
was not fe'isible, the labour already expended would be 
as unproductive. Secondly, the labour of thieves and 
dacoits, swindlers and pickpoohets, pirates etc , is also 
called unproductive hecmise their labour does not result 
m the creation of new wealth, but it is solely uirected 
towards uusappropnatioa of wealth produced already by 
the members of the community 
Malthusian Doctrine of Population 

Towards the end of the eighteenth century lilatlhus, 
the famous Eoghsh scholar of History and Political 
Economy, propounded his doctrine of population which 
although true in essentials is subject to criticism Ife 
was induced to formulate this theory because in conse- 
quence of the Napoleouio wars and the gradual emergence 
of Industrial Revolution when everything was in a topsy- 
turvy state — uoemployiaent and poverty being rampant— 
he believed that great and unconquerable ditficulties he 
in the way of further improvement of society owing to 
the power of population to increase at a much faster rate 
than the power of earth to produce food for man Jlalthuv, 
in the second edition of his "An Essay on the Principles 
of Population” laid down the three following propositions 
with regard to the growtii of populalicii 

1 "There la a tendency of population to nicioaso 
faster than the means of subsistence After regarding 
carefully the economic condition of the different countries 
he writes that "every people of whose history wo have a 
trustworthy record has been so prolific that the growth 
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oE its numbers uould liave been rapid and continuous if 
it liad not been checked either by a scarcity of the 
necessaries of life or bj^ some other cause, that is, by 
disease, by war, by infanticide, or lastlj^ by voluntary 
restraint.’' ]^e thought that population, when unchecked 
increases in geometrical progression i e , in the ratio of 
J, 4, 8, 16, 32, 64, 128 etc, and that the means of 
subsistence increase only in arithmetical progression, i. e., 
in the ratio of-1, 2, 3, 4, 5, 6, 7, 8 etc. Population in all 
countries, he obseived, tends to out-strip the means of 
subsistence. 

n 

_ 2. “Population invariably increases when the means 
of subsistence increase, unless prevented by powerful 
and obvious checks.'" Certainly, if there is an increase 
in the food supply, then, with the existing standard of 
living that country can support a larger number of 
people than before. 

3. “The chechs which keep the population down to 
the level with the meabs of subsistence” are positive and 
preventive. 

{i) Positive checks are those which owing to insufficient 
nourishment, inadequate clothing and improper housing 
increase the death-rate and immediately reduce the size 
of population, e. y., infanticide, famines, diseases, canni- 
balism, starvation, war, etc. 

[ii) Preventive checks are those which help in the 
diminution of birth-rate and ultimately reduce the 
number, e. g., moral restraint such as postponement of 
marriage. He, by his personal observation, came to the 
conclusion that if population were allowed to grow 
unchecked nature will cut it down by positive checks 
and the fast growing population will perish miserably 
owing to epidemics and wars. He, therefore, fearing the 
frightful increase of population, urged people to exercise 
preventive checks as “the positive checks only excite new 
growth, just as the grass that is mown grows all the 
more rapidly afterwards.” The most . efficacious pre- 
ventive check, according to Malthus, is , moral restraint. 
By moral restraint Malthus meant restraint from marriage 
from prudential motives, with a conduct strictly mora} 
(luring the periofl of this restraint. 
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Qualifications of the Malthusian Doctrine 

History certainly has not confirmed the featg ot 
Hallhtis Tlio Malthusian doc^nue of population has 
been a subject of mneb serious and searching inquiry 
but the laws ermnoiated by him still hold good with 
slight modifications ‘The laws still remain intact, but 
the coiicUisioiis which he drew from them were un* 
warranted ” His mathematical formula relating to the 
latios of increase of population and that of food is no 
longer held good From a study of the economic history of 
different countries after the Industrial Revolution sinoa 
when the population has shown a tremendous increase, it 
13 more than clear that countries which have shown a 
oonoiderable increase in population have correspondingly 
increased in their wealth and prosperity and no shortage 
of food has been felt by most of them m spite of a large 
morease la population in fact, Mslthua at that period 
could not foresee tho possibilities of gigantio improve* 
ments iu the moans of commanicatioo and transport as a 
result of wliioli enormous food supplies can be transported 
from the areas of plenty to those ofscareity,audiQduatrial 
counriB'i can well afford to support alarge population by pro- 
ducing manufacturing goods and eiohangiiig them with the 
food materials of other countries Today a country can afford 
to maintain a much larger population than its total pro- 
duction of food materials, provided it produces sufficient 
wealth in other forms for the satisfaction of its food 
lequiremeuts The problem of today, ag Moreland writes, 
“is no longer one of raising sufficient food to support the 
population of a particular country, but of producing 
sufficient wealth to provide by purchase the food that is 
required “ 

Again, with the social and economio advancement of a 
country and the improvement in the standard of living of 
its people, the birth rate or growth of population has 
shown a declining tendency “Every advance of society, 
and particularly the spread of education, brings a greater 
insistence on a higher standard of living, and thus the 
size of the average family decreases as the average income 
increases “ Thus, the law laid too much emphasis on the 
jnoroase of population and Malthus could not tako intQ 
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account those socio-economic considerations which tend to 
bring down the growth of population. 

Maltlius recommended moral restraint, i.e., the post- 
ponement of marriage, as a cheek against excessive growth 
of population of a chuntry in proportion to its wealth 
production. Bub this method was considered impracticable 
for ah effective check and therefore ueo-Malthusian 
methods (which sanction the use of contraceptives and 
other artificial methods of birth-control) came to be recom- 
mended for adoption which are now too much prevalent 
in progressive countries. 

The Malthusian law of population is operating to a 
certain extent in the case of India. With the establish- 
ment of peace and security guaranteed by the hand of a 
strong government, the population has shown a tremendous 
rise during lialf a century past in spite of all the vicissi- 
tudes of nature. In order to meet the growing needs of 
the increased population every effort has been made to 
increase the total food supply of the country by bringing 
more land under cultivation with better system of farming, 
irrigation, etc. But notwithstanding these attempts the 
population has outstripped the means of sustenance and a 
vast section of Indian population remains ill-fed and ill- 
clothed throughout the year. Diseases, a' high rate of 
mortality, short longevity of life, feuds and strifes are 
some of the consequential results of ill-nourishment. The 
remedy lies in increasing the total wealth of India and in 
the adoption of preventive checks against an excessive 
growth of population. 

Efficiency of Labour 


Efficiency of labour denotes the capacity of a worker to 
produce relatively larger amount, or better kind of work 
or both in a given space of time. It must be reiterated 
that the efficiency of one factor depends on the efficiency 
of other factors with which it is combined in production. 
Efficiency of labour depends “partly on the employer and 
partly on the employed, partly on the organization and 
partly on individual effort, partly on the tools, machines, 
etc., with which the worker is supplied and partly on his 
own skill and industry in making use of them,” Thus 
the subject of productiveness or efficiency of labour 
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resohM ilgplf into two, wlmt factors ro to nromolo tlie 
personal effitiencj of laboarer ? Aiul, hon does the im- 
proved orgamzHlioii of the einplojer conlrihutc to the 
efficiency of labour ? Lei «s fust co'nsider onij those per- 
sonal factors winch alTect the piodtictuo erfieieiio\ of 
labourers 

rkynctil SUength, Prom tlio view point of production 
of malorml wealth, phisieal stroiiRth or ‘ph 3 eica! vigonr’ 
which inoludcs such qualities as muscnlai strengtli, a good 
constitution ami onergotic habits, is of extreme j/nportance 
People, who arc endowed witb a sound healtli, a good 
constitution ami a longevilj produce much more wealth 
than those whose length of life is ehortei and subject to 
constant inroads of the erosive diseases The efficieuey 
of workers js influenced by their physical environment to 
a oonsulorablo ilegreo Pacial cbaractoristics are largely 
the heritage of climatic and physical conditions Extremes 
of chmnto, whether too hot or too cold, are not conducive 
to hard work , a warm climate saps the vitality of the 
people and makes the application of sustained efforts welh 
uigh impossible while cooler ohmate in the temperate 
zoiio are believed to stimulate physical vigour enabling 
tlio people to put in more sustained labour Jle«ides these 
basic factors in determining the prodnotive efficiency of 
ft race, the standard of living of the worker and that 
of his parents and social customs greatly count in 
productiveness 111-nonnshed, ill trained, ill clothed and 
ill-housed oliildreu of overworked, weak, weary indigent 
ftud despondent parents nre sure to prove inefficient 
workers in the long run A proper supply of nutritious 
food prepared and taken in conformity with tlie economic 
flod dietetic principles tends to increase the effioienoy of 
the labourers After food, sufficient clothing, adequate 
shelter, fresh air, healthy amiisemeiits and regular physical 
exercise are necessary factors m order to bring about 
labourers to ftu efficient state A good rest is essential 
for the proper development of the pnjdcrctrvc capacif/as 
of work-people, as overwork of every kind brings weariness 
and lowers vitality and is greatly detrimental to the 
efficiency of the labouring classes Intemperate habits 
should bo eschewed as they are fatal to any senoqs 
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physical exertion. The sanitary conditions of the houses 
and the healthy environments of the workshops having 
all the possible amenities of life within their precincts 
wherein labour power works for a major portion of the 
daj’ also tend to raise the industrial efficiency of the 
workers. 

Intellectual Strength. Intellectual fitness in modern 
times is as essential as the physical fitness for the efficiency 
of labour and its importance relatively increases as that 
of the physical strength decreases with the introduction 
of machinery. Intellectual strength is largely the result 
of education — general and technical. General education 
imparted in the schools besides providing an elementary 
knowledge of many things ‘affords the means of that 
wider intercourse which leads to breadth and elasticity of 
mind’ even after the abandonment of school education. 
It develops imaginative faculties of men, quickens the 
faculties of observation, promotes clearness of mind, 
sharpens the faculties of disorimination and accurate 
judgment, engenders an optimistic view of life and enables 
them to grasp quickl}^ and intelligently intricate problems 
arising in this work-a-day world. Good education of the 
worker is an indispensable factor in his efficiency as its 
direct and indirect results are highly beneficial to him. 
This intellectual equipment is largely the result of social 
advancement and the stage of civilization found within 
a community. The inefficiency oi Indian labourers may 
largely be attributed to the want of education ; without 
a good system of education it is idle to expect any 
increase in the industrial efficieney. Technical education 
or training which is imparted by different technical 
institutions suited to the particular requirements of an 
occupation, has assumed a position of extreme importance 
in the modern industrial economy. It aims to give a 
full command over the difficult and delicate processes of 
machine production and imparts that artistic skill and 
knowledge which, is extremely useful in a particular 
occupation. The absence of technical institutions and the 
lack of specialized ability required for the special branches 
of productive activities is a great handicap in the 
efficiency of Indian workmen. 
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Mo)al SUenglli Moral qualities such as honest} , jimip- 
tnaht}*, industry, self-respect ami self-reliance, consiiieirtbiy 
promote the productivity of a labourer Even if a labourer 
IS properly equipped both physically and iriltllrrlually 
the amount of work that ho performs depends on Ins will 
and the desiro to uork If the worker po-’sessLS a good 
moral character, if ho realises his responsibility in 
faithfnllj discharging his allotted ts'-k in a given space 
of time, and if bo is not a shirker but works vigorously 
iinmiiidfql of tho master’s prrseneo or absence, be is sure 
to prove Innisclf as the most capable and efficient pro- 
ducer Tho will power or moral strength may bo 
considerably improved by ft judicious combinaiion of 
general ninl tochnioal odocation of tho workers Marshall 
regards hopefulness, freedom riuI change as essential 
requisites for tho moral strength 

Lot us now answer ibo second question — ’77oje 
emploijefi c<tn ccnlitbule efftetency 

Efficieut orgarnzatioM ondermodern methods of produa- 
iioii counts ft good deal m the mainteDauce aud improve- 
ment of the industrial efficiency of the workers Labour 
under impoifect organization nuU careless management 
would result lu o relative waste Each worker should be 
outrusled with a taik best suited to his aptitude and 
training m order to secure mnximum of results with the 
miuiiuum of labour The efficiency of different factors of 
prodnctioa js interdopeodent and the way in which labour 
factor IS combined with other factors of production iii 
order to bring most fruitful results out of a certain fixed 
quautitj of effort is tho sole concern of tho efficient orga- 
nization The delicate and costly machines should be 
assigned to the care of the skilled labour otherwise its 
produotive efficiency would receive n serious setback if it 
19 called upon to operate poor aud out-of-date machines. 
By introducing several ‘welfare schemes' inside and outside 
the workshop or the factory tho onlightened emplojew 
and organizers try to stimalate the physical, mental aud 
moral activities of thoir workpeople 
The Supply of Labour 

A country’s prodnctivity depends ultimately upon the 
total availability of its laboar force. But i’ is not merov 
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the numerical strength that constitutes the labour power 
of a country for, as is clear, a well-organized group of 
hundred labourers in a factory contributes its quota to 
production much more than a similar disorganized group 
•wanting in those physical, mental and moral capacities 
which are found in the former group. Therefore, 
efficiency or productive capacity is another important 
factor which determines the volume of labour force in a 
country. That is why, in some countries a few number 
of efficient labourers produce large amounts of wealth 
with greater ease in the same or less time than countries 
with much larger populations can do. A third factor 
which also partly determines the supply of labour is the 
aggregate number of hours during which labourers are 
put to work. As a rule, if the labourers work for a 
larger period of time, provided that efficiency is not 
proportionately impaired by the long hours of work, their 
activity would result in a larger amount of produce than 
those who work for shorter hours. 

Thus the main factors which determine the supply of 
labour in a particular country are the following : — 

1. The number of labourers. 

2. The quality or productive efficiency of labourers. 

3. The number of their working hours. 

The number of labourers depends upon the size of the 
population which in return is affected by (?) the birth-rate, 
\ii) the death-rate, {Hi) immigration, and {iv) emigration. 
Obviously, if the number of birth exceeds the number of 
deaths at a certain period of time, the difference will 
constitute a natural increase in the supply of that country. 
The birth-rate in a country depend to a considerable 
degree upon its climatic conditions, upon the social 
customs and traditions, with regard to marriage, and 
upon the kind of standard of living commonly observed in 
that country. In India the birth-rate is exceptionally high 
owing to a hot climate, the social sanction for a married 
life at an early age, and alow standard of life met within 
the country. A high standard of living has a tendency 
to check off any abnormal increase in population. 

Besides birth-rate, the death-rate is also an important 
factor iu determining the size of the .population in ^ 



196 


A FIRST AWROACfl TO ECOVOVIfCS 


ooualry If the death rate is lugh the grow^th of (lie 
population will be retarded On the contrary, the loiver 
the death late, the higher will be tlie tendeacj to au 
increase in population Generall3 amoug&i the 
economioally backward classes due to lad of edoeaiioii 
and absence of other facilities to a healthy state of body 
and mind, the death-rate is high Early marriage also 
contributes to a high death rate because, ohildreu born 
out of immature parents are weaklings with a low power 
of resistance This is one of the important factors which 
fipeeks for the highest rate of infantile mortality in India 
Poverty also leads to a high rale of mortility for the poor 
cannot have a regular supply of nourishing food and 
fdcilities for healthy environments which are essential 
factors for a long and healthy life. 

In order to find out the total number of workers m a 
country, it should be borne in mind, economists always 
consider the number of actual workers aud exclude those 
children who have not entered their teens and the worn- 
out workeis who are above fifty or sixty years (this process 
of exclusion and mcluston of persons assuming as iittfib 
for labour is laigely governed by the ohianlio amJ 
physical conditions oi a country in question) hocause they 
owing to their dotage are scarcely expected to contribute 
any quota to the national income of thecountiy Again, 
from the numbers so calculated, the number of the blind, 
the lame and emaciated bed ridden, diseased persons 
beyond any hope of recovery, who are incapable of 
putting any kind of work for the production of material 
wealth should also be deducted to possess au approximate 
idea of the working people in a country 

Emigration diminishes supply of labour in a country 
whereas immigration into a country increases the supply 
■V)f labour Tims, countries like Canada and Australia are 
at present gaining greatly m population by a large 
number of immigrants (that is, persons coming to Jive m 
a country) while recently some European countries, and 
notably Ireland have had their population reduced by 
emigration (that is by people leaving their countries to hve 
in other sparsely populated lauds) In India there is 
practically no iipraigration but ou the contrarj, over a 
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million Indian labourers who are comparatively unskilled 
and poor have emigrated to some of the new Colonies. 

As has already been pointed out, efficiency counts 
much in the supply of labour. It depends upon the 



manner in which labour is organized and directed. 
Experience tells us that if labour carefully looked after and 
intelligently organized and each labourer appointed for the 
task for which he is best fitted, its productivity will have 
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a tendency to appreciable improvements The organi- 
zation of labour on scientific hues is an indispensable factor 
of mass production 

A third factor, viz , the number of worhiug hours, also 
bears an influence on the supply of labour m a country 
The total volume of labour supply in a country can be 
increased to a eerlam extent by working long hours But 
the consequences of such a sustained hard labour for a 
longer period of time are too detrimental m the long run 
from the point of view of national productivity. It is apt 
to undermine the health and efficiency of the workers 
The tendency is otherwise now-a-dajs as some of the 
modern scientific studies m fatigue and technique of labour 
have demonstrated that shorter the number of hours the 
labourers work on their jobs suited to their temperament 
and training, the greater would be their output of wealth 
■Where labour is organized and directed on a short-period 
basis, the labourers work with greater interest end con- 
centration so that withio the limited space of tune they 
can turn out a large amount of wealth-production and 
enjoy at the same time a greater amount of leisure and 
recreation for the development of iboir 'physical and 
intellectual faculties Hence a resort to ha^ work for 
long hours m order to increase the total labour supply 
of a country is extremely problemalioal 

nUiMAN FACTOR IN INDI^ 

'1 ho total population in India according to the latest 
census report of 1941 is 388,COO,OCO against 352,637,i78 
in 1931 and 318,942,480 in 1921 An increase of 
10 2 per cent has been recorded in the census of 1941 
over the previous census taken in 1931 About <6 3 per 
cent of these people live in British India and 23 7 percent 
in Indian States which recorded a population of 
92 973,000 m 1941 India is primarily a land of villages 
and tiny haml&ts sad there are about 7 lacs of villages 
in India Of the total population about 90 per cent live 
in villages and about only 10 per cent in towii^ the 
corresponding percentages in England being -I and iJ 
Factor* Determining th* Denwly of Population 

The density of popnlation (t e , the number persons 
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living _ per square mile) is determined by a variety of 
conditions discussed below. 

(1) Rainfall and Climate. It is natural that the density 
of population must be high in a purely agricultural 
country like India, as elsewhere, where the facilities for 
earning a sustenance are goodly available. A sufficient 
quantity of rainfall and the presence of adequate artificial 
means of irrigation, considerably expedite the growth and 
prosperity of the population. And as there is very close 
relation between rainfall and agricultural productivity of 
wealth, therefore, density of population follows very 
largely the amount of rainfall. But it is a very vague 
generalization subject to many exceptions. It should be 
borne in mind that for the successful raising of crops a 
certain amount of rainfall is essential beyond which an 
additional quantity is useless and sometimes even detri- 
mental. The other factor which is taken into consideration 
is the healthy climate of the locality. Thus in spite of 
the heavy rainfall that the Tarai tract receives, it is 
sparsely populated owing to the malarial climate of the 
place. Similarly in the upper part of Burma where 
rainfall is abundant population is very thin owing to the 
want of a healthy climate of the country and other re- 
quisite factors favourable for the cultivation of crops. 
The low density of population of Eajputana can be 
accounted for by the scantiness of rainfall. The well- 
watered regions of the Indo-Gangetic Plain extending 
from the Surma Valley right up to the .Jhelum and the 
coast strips are the most thickly populated areas in India. 

(2) Configuration and Fertility of the Soil. Physical 
configuration of the soil constitutes an important factor 
in the growth of the density of population, the best 
example of which is aflforded by the Bengal Province. 
Thus in Eastern Bengal owing to the natural system of 
drainage the rainfall does not lead to water-logged areas, 
where the density of population rises as high as over 
1,000 persons per square mile in some places, whereas, 
the density of population in 'Western Bengal possessing 
the same fertile soil and receiving an equally abundant 
rainfall is greatly affected owing to the want of a proper 
drainage system resulting in water-logging areas and 
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malarious climate The level nature ot the country where 
every inch of the land can be brought under cultivation 
can support a high density of population , but on the 
rooky and mountainous land where cultivation is difficult 
and precarious, population would he sparse 

(3) litigation In some tracts insufficient rainfall 
retards the growth of population but v/here the deficiency 
IS made good by the artificial supply of water a high 
density of population can be maintained An artificial 
and regulated supply of water through a splendid system 
of canals has brought about wonderful changes in the 
Punjab, where and tracts are being transferred into most 
fertile ones There aro possibilities that Sind, hitherto 
one of the most sparsely populated provinces of India, 
will record m course of time a higher densilj of population 
due to the completion of Sukkar Barrage 

(4) Transpott ‘If cheap and rapid means of com 
XQumcation are available, population tends to move there, 
provided the place IS otherwise attiactive for piirpobo of 
production ’ Many places suoh as the Ceutral Piovinces, 
Assam, etc , besides many other cause'* speak of tlie low 
density of population because of the absence of transport 
faoiltttes 

(6) Fuedom from Enemies Peace and security are 
apparently conducive to high density of population 
Insecure tracts are characterized by a low density of 
population 

(6) Industrial Development Besides these factors, the 
stage of economic progress is also one of the main 
determinants of the density of population An highl} 
industrialised and commercialized country will permit a 
denser population than an agricultural one The establish* 
ment of modem manufacturiug industries attracts large 
number of labourers from the rural areas Bombay, 
Calcfutta, "Nagpur, Jubbalpoie, gcowu 

populous in this way The concentration of labour in the 
districts of Manbhum aud Singhbhuna in Orissa and Chola 
Nagpur ju spite of the iDonutaiiious nature of tlio country 
IS mainly due to the development of coal, iron ami steel 
industries 
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Density and Distribution of Population 

The density of population per -^square mile is 226 in 
British India and 101 in the Native States. The mean 
density over the -whole of India is 177 per square mile. 
India supports one-fifth of the world’s total population. 

The density of population in India is not the same in 
all parts of India ; it varies from province to - province. 
The average density of the various provinces and the 
important Native Slates of India is as follows — Bengal 
650, Bihar and Orissa 458, United Provinces 451, North- 
West Frontier Province 380, Madras 328, Punjab 286, 
Bombay 218, Ajmer-Merwara 184, Central provinces and 
Berar 160, Assam 162, Baroda State 266, Mysore State 
210, Hyderabad State 152, and Central India and 
Gwalior 118. 

As the country is purely agricultural, the density 
naturally differs according to the available .means of 
subsistence which almost solely depend upon the .suitability 
of the soil and precipitation for growing crops. The table 
given below will give an idea of the density of population 
in different countries of the world. 


Belgium 

654 

Austria 

.. 199 

England and Wales. . 

649 

France 

.. 184 

The Netherlands 

544 

Spain 

. . 107 

Germany 

332 

Egypt 

34 

Japan 

215 

United States 

32 


Growth of Population 

The actual increase in the Indian population during 
the last fifty years has been much slower when compared 
with other civilized countries. The first regular census 
which was taken ia 1872 recorded the total population of 
India to be 206 millions and since then the population 
has been steadily increasing in number. 

The following tables illustrates the growth of popula- , 
tiou from decade to.docade and show a comparative increase 
in the population of India according to Provinces. 
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A 


Census of j 

Population 1 

Percentage increase 
each decennial 
period 

1872 

206 162 360 


1881 1 

253. 896 333 

23 2 

1891 

28?. 314 671 

13 2 

1901 

294 361 0d6 

23 

1911 

315, 156 396 

71 

1921 i 

318 942 486 

12 

1<)31 

352 837 778 

106 

1941 

388 000 000 

102 


B 

(In Ihoasands) 


Provinces 

1941 ' 

1 

1931 

1. Madras 

493 42 

4 6740 

2. Bombay 

20858 

1 7992 

3, Bengal 

603 14 

5 01 14 

4. U.P. 

55021 

48408 

5. Punjab 

28419 

2 35 80 

6. Bihar 

, 3 63 40 

' 3 23 71 

7. C, P. & Berar 

168 22 

1 1 55 07 

8. Assam 

1 02 05 

86 22 
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Provinces 

1941 

! 1931 

i 

9. N. W. F.P. 

30,38 

24,25 

10. Orissa 

i 87,29 

53,06 

11. Sind 

45,37 

38,87 

12. Ajmer-Merwara 

5,84 

5,60 

13. Andamans 

34 

29 

14. Baluchistan 

5,02 

4,63 

15. Coorg 

1,69 

1,63 

16. Delhi 

9,17 

1 

6 36 

Total of Provinces 

29,58,27 

27,15,26 

States & Agencies 

9,29,73 

8,13,10 

Grand Total 

38,88,00 

85,28,36 


The actual rates of increase in the population has not 
been so rapid as it might seem to a reader from the 
figures given above Allowance must be made for the 
additional area included in each census since the first and 
of greater accuracy in the methods of taking census. 
After making proper allowances for these factors the real 
increase of population has been recorded to be 20'1 per 
cent, during 1871-1921, 

A comparison with other countries will give an idea 
that the rate of increase is not so rapid as it is found in 
other countries of the West. ““Whereas the percentage 
increase of population between 1870 and 1921 was about 
20 in India, it was 58'2 in England and Wales, 53'2 in 
Denmark, and 46 in Europe as a whole excluding Eussia.” 
The population of the United States during" the period of 
1881-1921 increased by 82T per cent, and that of Japan 
rose by 83 per ce.ut. in 24 years from 1S9G to 1920. 
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Among many causes which account for this low rale- 
of increase of Indian population the important ones may 
be enumerated here Ihe effects of high birth rato m 
India which is about 35 per thousand per annum aro 
largely nullified by a high death rate so that the survival 
rate in India is lower than i« Europe where although, 
the birth-rate is much lower, the death rate is lower stil! 
India being a tropical country is subject to all peculiar 
diseases such as malaria, small pox cholera, aud “fever* 
under which are usually placed dysentery, pneumonia, 
phthisis, relapsing fevor, etc The terrible ravage of 
famines and the appalling low standard of living, m other 
words, the grinding poverty of masses are other mam 
causes of high rate of mortality in India Professor 
Banerjea slates that the slow growth of population is due 
to several causes— famines epidemics, diseases, want of 
proper food and good drinking water, insanitary condi 
tiona and the impaired vitality caused by early marriage 
In every decade we find a heavy toll of population being 
wiped away either by famines or the scourge of numeroub 
fatal diseases 

Vocational Distribution of Population 

The following percentages show the relative import- 
ance of the occupations from which the people of India 
derive their livelihood 


Total population 3528 lakhs 


No. 

Occupations 

Total 

maintains in 
lakhs 

Percenta^^e 
of total 
Population 

1 

Agriculture, /arm stock and 
forests 

1 

, 2348 

671 


MvnetaU 

5 

•2 

3 

Industry 

342 

10 

4 

Transport 

53 

15 

5 , 

Trade 

18S- 

51 
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No. 

' 1 

Occupations 

1 

1 Total ! 
imaintainsin 
j lakhs 

Percentage 
of total 
Population 

6 

; ' 1 

Public force ... ... 

I 

17 • 

■6 

. 1 

Public Administration ... 1 

28 i 

•6 

8 

Professions and liberal arts j 

1 

■ 59 - 

1 

1-5 

1 

' 91 

‘ t 

j 

1 

Miscellaneous. domestic i 

i servants, unproductive 

occupations and insuffi- 
ciently described occu- 
paiions 

494- 

13-4 ’ 


■' Distribution of population according to occupations in 
important countries. 


l 

t 

'>■ Country 

Agriculture 

and 

• Vegetables 

Industry 

Trade 

and 

Transport 

India 

67 per cent. 

9‘7 per cent. 

6*9 per cent. 

U. K 

11-6 

56-8 

13-4 „ 

France 

40-7 

35-2 „ 1 

9-9 .. 

Germany 

29 

42-2 

13-4 •„ 

.U. S. A. 

26'7 „ 

38-6 

17'6 „ 

Italy 

48 

27 

12'5 


The functional distribution of the population is an 
index of the stage of economic progress reached by a 
country. , In a modern civilized country a high percentage 
of population is maintained by manufacturing industries, 
■whereas, in a backward country a larger percentage of 
population depends itpoii agriculture. 
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Tho figures that we have given above clearly inJicate 
the prepoiitlerant position of the agrioulture over other 
occupations In every province of India agriculture easily 
takes the first place Ihe preasuie on the land is con* 
tiinioiisly iiicrensiug due to the competition of machiue- 
made articles in consequouoe of which large number of 
artisans are helplessly driven to agriculture to eke ont 
their miserable livelihood This entire dependence of 
the vast fraction of population on agriculture is a great 
defect of tho vocational distribution of our population 
For dependence on agnonUura means dependence on rams 
and one single failure of the Monsoons throws the whole 
economic machinery of agricultural production, distribu- 
tion and exchange oat of gear, ami a largo number of 
persops are thrown out of employment with unfold ousories 
upon tho victims owing to tho absonco of any outlet for 
the employment of tho displaced population The Famine 
Commission of 1880 correctly diagnose the situation when 
they say that at the root of much of the poverty of the 
people of India and of the risks to which they are exposed 
. . lies the unfortunate circumstanoe that agrioulture 
forms almost the sole occupation of tho masses of the 
population, and by way of ptesoriplion to remedj this 
state of alTatrs they recommend tho development of manu- 
facturing industries 

Industries support a littio less than 10 per cent of the 
total population but tho bulk of these are engaged m 
unorganized industries connected with the supply of 
personal and household necessities nud tho simple imple- 
ments of work Modem organized industries support only 
1 6 per cent of the population In trade and transport 
on which Jess than 6 per cent and 2 per cent respectively 
depend, a considerable number of people is connected with 
the disposal of various kinds of agricultural products 
Among the civilized countries, India has the highest 
percentage of people dependent on agriculture and the 
lowest percentage of those employed in the industries, trade 
and transport It is a defective policy of our economic 
system to ignore the development of manufacturing in- 
dustries and to concentrate all our attentions to the pro- 
duction of raw materials which are commonly exported to 
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throngli an all-round development of the economic 
resources of the country, but also bring a more progressive 
and enlightened class consequent upon the development 
of industries, trade and transport, which has hitherto 
remained in rank, ignorance and conservatism. 

Health and Vital Statistics 

Health is the basis of all activity and its improtance 
in relation to wealth production in a country cannot be 
over-rated ; the output of the stronger and the liealthier 
persons is much more great comparatively than those of 
the weak who are constantly run down by diseases. This 
is why, toda5', every, civilized State has equipped itself 
with hospitals and dispensaries for the prevention of 
pernicious diseases and other requisite sanitary arrange- 
ments which tend to improve the general tone of public 
health. 

The average health of Indians is far from satisfactory. 
The low vitality of Indian labour is to a considerable 
degree the result of the general ill-health of the people 
caused by unfavourable climatic conditions, inadequate 
supply of nutritious food owing to abject poverty and low 
standard of living, insanitary environments and unhealthy 
social conditions. Several kinds of diseases and epidemics 
have found a very congenial home in certain tracts of 
India. Cholera is usually most virulent in Eastern India, 
Malaria is endemic in many parts of India, especially 
where the natural drainage .‘system is defective. It is the 
most baneful disease inasmuch as it is “less a killer than 
a sapper of vigour and energies. It impoverishes the 
blood, causes all the forces of man to drop and wither, 
and above all, brings physical degeneration on the race it 
smiles.” Phthisis, ‘a disease of civilization,’ is particularly 
i virulent in the industrial centres of the country which are 
characterized bj^ overcrowding and insanitation and where 
the labourers have to put up in the most filthy and dingy 
/ hovels. This fell disease attacks people when they are at 
the height of their manhood and womanhood and when 
their services can be most productive to the community 
at large. Plague, kala-azar, influenza hookworm are some 
of the less important diseases but terribly tell upon the 
<' ]i6alth of the population. Th© most mischievous thing 
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aboiU tbe®6 diseases is that tliej not only cause a heavy 
laortahtj among people but also affect the iiida^tnal 
offictency of the entire nation by considerably reducing 
the vitality of the people Our villages where 30 per 
cent of Indian people spend their life are most defective 
from the point of sanitatiou and cannot be called idyllic 
places as are pictured by some of the poets m their high, 
strung descriptions As a result of the general illiteracy 
of the masses, they are utterly ignorant of even elemen- 
tary principles of bygienoand sanitation For sceptics a 
mere walk to some adjacent village make them realize the 
truth of our statement Dimiiiuti\o clusters of ill- 
ventilated mud huts with lliatohod roofs are set out with- 
out any seuse of symmetry* or sanitation Ihe village 
rubbish and cow dung are thrown m heaps either near 
their dwellings or on the outskirts of the village which 
stagnates and poisons the whole of the surrounding at- 
mosphere giving rise to many diseases The village pool, 
a universal possession of our Indian villages, which is 
further emptied of its earth annua))} for repairing houses 
when it goes dry in summers, becomes iti the rainy season 
a good nursery capable of breeding cotuit]e>s anopheles 
wiieie all the anUmataiia measures prove abortire 

In this conucotioii it is very instructue and icterestmg 
as well to study the vital statistics of the country lly 
vital slntisiica we undei»taml the records portaiiung to 
the duration of hte and the circumstances affecting lU 
duration A comparison of our vital statistics with the 
vital statistics of other countries will reveal the deplorable 
state of affairs The averages of birth and deatli rales 
pel thousand for the period 1901 11 for some important 
couutnes are gi\eii below — 

ButliTato Death rate 


India 

Europoan Russia 189G 1905) 
Germany {1902 11) 

Japan {1900 1909) 

England and Wales 
Franco 


38 18 
.. 48 47 
82 31 
42 85 
26 8 
20 25 


riant'u -- — 

It need scarcely bo pointed out that the oxceptioua j 
high birth-rate iij our oouutry is acoompamed by aw 
equally higli death rate so that from the point of view oi 
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population lliero lias been much smaller increase than in 
other civilized countries and that too at an immense 
loss of time, money and energy to the parental 
humanity of India. People are accustomed to bring forth 
fresh souls in to the world believing that children are a 
blessing and a God-given gift without making any pro- 
vision for them. They ignore the principle that ‘people 
should not bring children into the world, till they can see 
their way to giving them at least as good an education 
both physical and mental, as they themselves had.’ The 
birth-rate is the highest in India as there is a religious 
sanction for universal and early marriages, irrespective of 
economic considerations particularly among females and 
among the Hindus. ‘Every Hindu must marry and beget 
children — sons if you plea.se — to perform his funeral rites 
lest his spirit should wander uneasily in the vacant places 
of the earth.’ E.irly marriages of people when they are 
quite negligent of the responsibilities of mated existence 
lead to an early exhaustion in both of the sexes which is 
also hastened by the debilitating effects of malarial fevers 
to which all are subject. At an age when they should 
have been most enterprising they are found spiritless and 
bereft of all virility. The birth-i’ate is further aggravated 
by warm climatic conditions and the low standard of 
living prevailing in the country. Voluntary abstention 
from birth-control with a view to checking multiplication 
is almost entirely unknown in India. 

The death-rate is also high in India which is attribu- 
table to the chronic poverty which makes the people 
peculiarly ncn-resistant to diseases like malaria, plague, 
influenza, hookworm and other respiratory diseases too 
numerous to be dwelt upon. The high death-rate is only 
a consequence of the high birth-rate for the two go pari 
ptassii. The average expectation of life in India is very 
small. The census figures show that “while the average 
expectation of life of a male in England at birth is nearly 
46 years, it is 22 years in India.” The inferior longevity 
of the Indian people is a great social and economic danger 
as the men who have gathered experience and wisdom and 
in whose bringing up an enormous amount of money, energy 
and time has been expended are carried off ‘when their 
power to be of service to the community is at its highest,’ 
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Infanlilemortdlit^^Tbe two oulstandiug features about 
tbo death<rate ui India are the high infantile mortality 
and the high number of female deaths at the reyrodnctive 
ages 'Xha infantile laortahty is iiotorioasly high m 
India when compared with olh-r countries In industrial 
centres owing to inadequato sanitary arrangements the 
infant mortality is still higher , for mstauoo m Bombay 
it IS 656 per thousand as against OJ in London lu 
Calcutta it is 3SC, Eangooii 30J, Madras 2S2, ICaraeln 249, 
and Delhi 233 Owing to indiscriminate and early 
marriages man} weak and ncket} children are born of 
immature parents , the} cannot snrvtie under the best 
possible conditions dne to their natural debility This 
heavy infant mortality may bo attributed to (i) the 
immaturity and ignorance of mothers , (ii) the physical 
labour and hard exertion undertaken by prospective 
mothers up to the very day of confinement , Int) dirty 
midwifery together with certain unhealthy social customs , 
(m) the habit of drugging fretful children (with poisoiioas 
pills) while mothers aro at work (e) improper feeding, 
and (ti) the total tguoranoe of the hygienic methods of 
rearing chiUlren Horn m duly and polluted environ* 
inent<r, reared on opiciot, bereft of fresh air and suuliglit, 
t)iese children have few chances of growing up healthy 
citizens 

Female mortality — Another alarming factor about the 
death rate of India is the excessive female mortality at 
the roprodnotiio ages (16 to 40) The prevalence of 
purtMi which confines women within the four walH of 
the house with the consequence that they ate deprived 
of pure and fresh air, ami early marriages which subject 
girls to risks of motherhood at an age when they have 
not yet reached full physical maturity are a few of t)ia 
potent causes of the high niortahly A large luimler of 
child wives ‘maroh from the miptial bed to the funeral 
pile Nervous debilitj, crmsuroptioii, and the nteriue 
diseases create havoc among thorn ' All this speaks of 
tbo ouormons wastage of human life taking place m onr 
country 

Table showing rate of infant mortality by age groups 
per IQOQ hfc births 




Borobaj' s New Boildmgs for labourers 
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Working 

Non-working 


classes 

classes 

Under 1 day 

8 

8 

1 to 7 days 

26 

38 

7 to 30 days 

26 

23 

1 month to 3 months 

21 

22 

3 months to 6 months 

22 

27 

fj mouths to 1 year 

99 

85 

Total 

202 

203 


lu order to prevent the wastage of human life and the 
consequent ruthless operation of the inexorable law of 
nature, every step calculated to improve the standard of 
public health and increase the longevity of people should 
be welcome on both economic and ethical grounds. The 
strict enforcement of the Sarda Marriage Act, the 
systematic diffusion of knowledge about sanitary laws, 
the efficient establishment of maternity houses on a large 
scale, the provision of qualified midwives and medical 
help, strict abolition of the practice of drugging children 
with opium when mothers are at work in factories, the 
supply of good drinking water in rural areas, the free 
distribution of quinine and phenyl daring the malarial 
season, — all these factors will not only go a long way in 
exterminating unhealthy diseases but also considerably 
enhance the physical energy, stamina and industrial 
efficiency of the Indian people. 

Efficiency of Labour in India 

“It is the efficiency of labour that counts.” Indian 
labour is generally regarded as much less efficient than 
the European labour. Dr. Slater admits that though the 
inferiority of the Indian labour is generally overestimated, 
it is real enough, and is the cause of low wages prevailing 
in the country. In many types of work, an Indian 
labourer generally excels his Western companion but on 
the whole he is stamped as an efficient worker. 

Peoide sometimes disagree and maintain that an 
Indian labourer is not inefficient from the verj^ beginning 
of the growth of the modern system of production but he 
has been classed as such, due to the absence of the proper 
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understaudnig of ihe real bUnalion He lias been made 
luefficienl bj the new eu\ironmeiil in which he is made 
lo work and handle those tools and iiislrumenU which he 
IS not accustomed louse Any per on who is made to 
work under these conditions will he called inefficient 

It IS Undoubted y a fact that the physifiwe of Hi o 
aver&ge_Indian worker , due to poor dietary, the ravages 
of disease and the climatio conditions is inferior to that 
of an English worker 

The unbelievable overcrowding of workers lu Busteea 
of industrial towns of India, dirty, damp end badly 
ventilated small tenements m which our labourers nsuall} 
live and breed, and the most insanitary surroundings ju 
which these buildings are silnated, bring the efficiency of 
workeia to its lowest ebb ‘ Bad houses spell squalor, 
dnuk, disease, immorality and crime, and in the end 
demand hospitals, prisons and asylums in which we geek 
to hide away the human derelicts of society 

The onrgft n f-iHitaraqy dA prires them of hopefnliiess, 
mental improvement, mtelligeuoe and cheer, which are, 
as Marshall has pointed out, allied conditions of vigour 
and strength Absence of technical education also 
contributes a great deal to the low efficiency of the 
Indian labourer Conservatism of tbe people, their caste 
and religion which make Jnbonr immobile, brings about 
a set back m the productive capacity of the individual 
worker 

Ihe low standard of Iniogof the people may le 
regarded as another cause ol inefScieiicy It is both the 
cause and effect of the low wages fount! m our country 
It falls far short of what is requiretl for full ofCcieiicy 
and IS barely enough for sustainuig bodily strengtli and 
vigour The worker cannot afford a sufficient quantity 
of wholesome food, his clothings aro scanty wliilo his 
expenses on education are almost ml 

The evil of drink is a great bane to tbe working 
classes inasmuch as it impairs their vi*a)ily and efficiency, 
and renders them poorer consumers than they might 
have been 

The habit of nbsentceiim, Uic casual nnlilrc of work 
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and tlie fact that au Indian labourer is also an 
agriculturist, retard the growth of a permanent and 
efficient labour force in India. 

Remedies 

The attempts to make labourers liv'e a better and a 
-^.fuller life are full of promising results. Efiforts are being 
''made to provide better housing facilities to Indian laboiir- 
lers. These improved lodgings, the sanitary surroundings, 
- pure drinking water and fresh air will liave a remarkable 
effect upon the physique of the labouring classes J'esultiug 
in increased efficiency. 

Provision of facilities for general and technical educa- 
tion will lead to increased efficiency 'and better underst- 
' anding of the work. It will develop his intellectual 
qualities, broaden his outlook and make him more hopeful 
and less conventional. 

Attention should be directed to increase the standard 
of living of the labouring classes. With increased wages 
and other welfare arrangements, it is hoped, the condition 
of the worker will improve materially. Increase in 
efficiency would come through a better standard of 
living. 

An improvement in sanitary" and hj’gienic conditions, 
the prohibition of overcrowding within the factories, the 
provision of adequate medical help to the labourers and 
the prevention of many dreadful diseases found in labour 
Bustees and slums of the industi’ial towns, will go a long 
way in improving the condition of the working classes. 
In industrial provinces a special Ilealth Department to 
deal with industrial Hygiene and disease should be started. 

, Bfaternity Benefit Acts, the provision of creches for the 
use of children and an Institute of Nutrition are other 
desirable reforms needed by our labourers. 

Extensive welfare arrangements to utilize the workers’ 
leisure time and to make him contented and happy have 
been started by many employers. Local Boards, Trade 
Unions and other social Institutions. Various Acts passed 
by the Imperial and Provincial Governments to protect 
the labouring classes and the activities of the International 
Labour Office are affecting very desirable improvements 
in the condition of the Indian worker. 



Chapter xltl 
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Definition of Capital 

Besides the primary reqm«ites of production, land and 
labour, there is another mdiapeusable factor of pioduction, 
VIZ , capital rvliioh has come to play a very important 
part m the modern industrial organization and ‘without 
which no productive operations beyond the rude and 
scanty beguimngs of primitive industry are possible ' 

Capital ns a factor of produotioii is defined as that form 
of saved wealth, other than land, which instead of being 
direoll} consumed m the eatiefaotion of present want«, is 
employed productively for future wants Ihis form of 
saved wealth which *fills our factories farms, storehouses, 
and docks,’ is not capable of providing sstisfacliou directly 
to our wants Such wealth is devoted to the production 
of consumable goods Taussig aptly observes "Capita], 
then—that i«, producer’s capital— is not in enjoyable 
form , It 13 not now a source of satisfaction It exists 
foi the purpose of increasing cou«Quier's wealth ’’ There 
are two ways of disposing surplus wealth over one’s pre 
bent requirements , either he can devote it directly in the 
satisfaction of his immediate wants whose number is 
legion, or he may set it aside and keep it for further 
production with the intention of meeting his future needs 
Saving in the form of simple hoarding, however, does 
not lead to the creation of capital because it may or 
may not be utilized for the production of consumable 
wealth Capital is, therefore regarded as that part of an 
individual’s saving which is utilized with the purpose of 
getting a future income In tins sen^e, capital would 
consist of all invested money iii productive concerns, tools, 
implements and instruments, machines, buildings, and 
plants, etc , utilized in the act of production with a view 



CAPITAL 


217 


to secure benefits in the future rather than in the present. 
Thus all capital is wealth, though all wealth is not capital. 
Capital is an instrument of production while wealth is 
merel}' an object of consumption. The conception of 
capital, according to Marshall, involves two fundamental 
attributes of “productiveness” (i.e,, yielding an income) 
and “prospectiveness” (i e., the idea of waiting and saving), 
while wealth suggests the idea of consumption and 
pleasure derived from possession. 

“The idea of capital does not connote a certain class 
or kind of goods but a certain condition or purimse of 
goods. All wealth may at some time or other become 
capital, just as every physical element may, at a certain 
degree of temperature, become a gas. The feature, coudi- 
ion or purpose that makes wealth capital is Us productive 
use in conjunction tcilTi lahotcr.” A horse maintained for 
cultivating the soil and transporting the harvested crops 
is capital for it is an instrument of production to the 
cultivator, but the same horse if begins to be used for 
taking mere pleasure trips would be classed as wealth. 
Similarly if a farmer, out of his granary", spends some 
amount of grain in feeding himself and his cattle, in 
paying wages to his labourers, or in using it as seed, it is 
capital, but it is not capital if it is given away in charity. 
Again, the same goods may be capital to one while 
consumption goods to another. A harmonium is a 
consumable wealth to one who plays upon it for the sake 
of pleasure and recreation, but it is capital to a profe.s- 
sional musician. 

It also follows that all money is not capital. From 
economic point of view only that money is capital which 
is utilized for productive purposes, while the money 
. hoarded or used for purchasing articles which do not aid 
in further production of wealth is not capital. 

Origin of Capital 

Capital is a stored-up labour. It is an artificial factor 
of production — the joint product of land and labour. Sup- 
pose a gras.s-cutter who earn-s his living b}' the sale of 
grass gathered by him with the aid of liis hands finds 
that he can cut more grass and earn more wealth if he 
bad a reaping-hook to cut grass instead of gathering it 
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by band Realising this, be begins to save, sny one pice 
a daj out of iJie income that be daily gols and after a 
week be acouniulafces a suffiojent amount to purchase a 
reaping-hook fiom the blacksmith This reajnng hook, 
which la nothiug but a material form of ins past labour^ 
makes his efforts more productive inasmuch as he la 
enabled to earn more income with the same ajnoutit of 
labour and time he expended previously to the getlmg of 
a reaping'hooL The same pijocipla bolds good in a!) 
tbo kinds of capital — tools, macbiiierj, ploughs and 
countless number of olber things winch ate being used m 
tlio production of consumable goods The production of 
capital involves the 5>acnfice of the present enjoyments 
that the command over a certain amount of labour could 
give for future satisfaction which the investor expects 
to derive from Ins outlay , it always presupposes h 
preforetice for futuie goods rather tlian for present 
enjoyraenti and it involves a saonfice of the present to 
the future " Capital, therefore, is the result of ahstiuence 
as well ns prodiiotton Ily ‘abstinence’ we jneaii nothing 
more than abstaimug from present enjoyments m order 
to secure some futiue end baving helps the growth of 
wealth but not the /ormalion of capital As the society 
has developed from one stage to atiothei, the stocked 
capital goods has gone on increasing its variety and 
complexity 
Form* of Capital 

Capital exists m a reraarkablo variety and is u^-ed in 
various forms Some of the classitcatious oi divisions of 
capital are given below — 

(1) 2^t(ced and CttculaUng Capital Circulating capital 
13 that which can bo used but ouoc, or, fts John Stuart 
Mill state*, ‘that which fulfils the whole of its office m 
the production in which it is engaged by a single use 
Coal used as fueb the wa^es of the workers, manure that 
IS mixed Witli the soil, store of food for the support of 
labourers, leather made into boots, steel made into a safe, 
raw cotton converted into oottou cloth, seed sown lu d'f 
field are examples of circulating capita! Capital which 
exists in a durable shape, renders ooiitmuous services anrt 
the return to which is spread over a correspondmgJy 
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greater length of period is called ‘Fixed Capital;’ examples 
of this kind of capital are factory buildings, tools, 
machinery, canals, tunnels, and railwaj'^ trucks which 
render a continuous service to the owner. 

(2) Trade {or Production) and Consumption Capital. 
Production capital includes all those things which are used 
for productive purposes such as raw materials of manu- 
facturing industries, or tools and machinery needed in any 
act of pfo‘ductibn, or fences, drains and barns on an agri- 
cultural farm or sheds, offices and factory buildings where 
actual work of production is carried on. Consumption 
capital, acoorning to Marshall, consists of goods in a form 
to satisfy wants directly ; that is, goods which afford a 
direct sustenance to the workers such as food, clothes, 
house-room, etc. Consumption capital must.be distinguished 
from coHsnmption wealth as the former is consumed 
mainly for the maintenance and improvement of health 
which is necessary for the efficient work, whereas the 
latter is taken merely for the sake of pleasure and enjoy- 
ment. 

(3) Specialized and Unspecialized Capital. They also 
go by the corresponding names oi sunk ai^d floaHng capital. 
Specialized or sunk capital is that which can be used for 
only one particular process and cannot be withdrawn from 
the investment without loss, the best example of which 
may be cited of the capital invested in tunnelling a railway 
line. Capital is said to be unspecialized, free or floating 
when it can fulfil more than one function, and can easily 
assume a different form, e.g , money, fuel and raw 
material.' 

(4) Material and Versgrdd Capital. Material capital in- 
cludes concrete and tangible goods which are used in 
production and can be transferred from one person to an- 
other such as a carpenter's tools or a surgeon’s instru- 
ments. Personal capital comprises an individual’s skill, 
efficicuc 3 ' and ability which cannot be transferred. The 
skill of a lawj-er and the melodious voice of a singer are 
examples of personal capital. 

(5) Remuneratory and Auxiliarij Capital. Remunera- 
tory or wage capital consists of wealth which is devoted 
to the payment of wages to labourers employed in pro- 
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duction AuijJiary or jostramenUl capital of all other 
forms of capital whiolx aid labour in production, e c 
machinery, raw materials, tools, etc The extent of these 
two forms of capital m ati industry depends upon tlie 
nature of its business and the application of the law of 
substitution by the employer 
Functions of Capital 

Capital has come to play such an important part in the 
modern industrial organiratiou that the persoiit age ofteiier 
than not is regarded as the legimo of capitalistic produc 
tion In this age of ioitnrf<i6oH< methods of iiroduction, 
capital has become a most important requirement of the 
productixe effort By roundabout process of prouuction 
we mean that the production of goods is not direct, as m 
the primitive stage, but that tho productive process in- 
volves the use of tools ami machinery, and a prolonged 
interval of time talen between its inception, and oom- 
pletiou In order that capital maj fulfil its functions, it 
must be consumed , its existence depends not on its pre- 
servatiou and reteutiou, but ou its being used u)), whether 
rapidly or slowlj In liw hook, hlementi, of Economics, 
Thomas has summarized the functions of capital lu the 
following manner 

1 The pf ovision of substsUnce, lu tho form of food, 
clothes, shelter, mainlauimg the laboureis end producers 
while they await the results of ihcit efforts Under 
modern conditions, productive processes are long and 
roundabout heuco tho proMSiou of subsistence is an im- 
portant factor 

2 The provision of appUances is e'-seniial to produc 
tion, aud now-a days necessary to enable production to be 
speedy, accurate and automatic, to relieve the worker of 
drudgery, fatigue and ovet exertion , and to correlate the 
various productive ageucies 

3 llie pi ousion of materials The raateiials of in- 
dustry are today of the utmost variety and complexity, 
and include not only such raw piodiiels ns are derived 
from nature but also serai manufactured and maimfac 

tured articles which are uUhzed as the raw mnterials m 

yet another stage of industry and manufacture 
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Efficiency of Capital 

The efficiency of capital depends upon (1) its fitness 
as a factor of production, and (2) the method in which 
labour is applied (o it. 

(1) ‘‘Fitness depends on the suitability of the capital to 
the purpose in band '' The size of the factorj^ building 
and the working capacity of the plant and the machinery 
should depend on the quality and quantity' of work to be 
turned out. A large sugar factory equipped with modern 
machines for Cl ushing one or two thousand maunds of 
sugarcane throughout the whole of the season is purelj^ a 
perverted ecouomjn >Similarl 3 ^ a small plant would prove 
inadequate from the point of efficiency for the production 
of materials on a large scale. A new or up-to-date 
machine is generallj' far more efficient and economical 
than a worn or old-fashioned one becaiise with the same 
amount of labour the former can produce a larger quan- 
tity and better quality of goods. 

(2) In the previous chapter while discussing the 
efficiency of labour we had the occasion to point out that 
it was largely affected the nature of the capital with 
which it was employed ; similarly, the efficiency of capital 
is greatl}’ affected by efficiency of labour. The best of 
machines or the best of materials would prove futile if 
handled by unskilled labour. A bad workman quarrels 
with his tools. An inefficient workman brings about not 
only mucli waste of raw materials and greater wear of 
machinery through his careless handling but he at the 
sanm time incurs the risk of running into serious accidents 
through negligence or inability to keep pace with the 
regular movements of the machine. Hence the efficiency 
of capital is interdependent. 

Is Land Capital ? 

From the social point of view land is not included 
under capital for .some obvious reasons. True, it is a 
uecessaiy instrument of production but it differs from 
capital goods inasmuch as the former is a free gift of 
nature, the amount of which is limited definitely and it 
is beyond human ingenuity to increase its quantity, 
whereas the latter are the product of labour. To the 
objection that much land has been so improved by human 
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effoit that It IS 110 longer a free gift of iiatiire, it inaj be 
pointed out that we, tii accordance witli our dofiiiitioii, 
classify all improvements lu laud snoli as fencing, drains, 
and wells etc , as capital while place tlie land itself in a 
separate category 

Again, in contrast with land, capital goods wear out 
and require constant repair and replacement Land does 
not wear out To t e objection often raised that fertility 
of land also wears out, it may bo said that this is not 
tiuo in respect of the area and the situation of land which 
need no repair or replacement v ^ v. •*< 1 . 

Growth of Wealth and Capital ^ 

The causes and conditions winch determine the aceu 
mulation of capital dtiTer extensively m dilTeretit coinitries 
and at different times and even among the same people 
Capital represents a surplus of production over consumption 
and so the process of the growth of capital consists in 
the increase of the fund of wealth from which savings 
may be made, and the determination on the part of its 
owners to refrain from immodjate consumption and to 
divert wealth into productive channels 1 he maximum 
limit bejond wliicli the total capital of a oountrj lannot 
inoreaso is determined by the sarplus of the national 
dividend over the total wealth coDsumed The chief 
conditions which favoor or retard the nconmulatioa of 
capital are three — 

1 The power or ability to save 

2 Tlie will to save 

3 The opportunities to save 

I The power to save implies an excess of mrome 
over expenditure, such as may occur from increased 
production or more economical oonsumptiou The power 
to save depends upon the following factors 

(t) T^alujal resourcer and potcers If a country :s rich 
in her natural resources such as climate, mineral wealtb, 
forest wealth, water-power, good harbours, etc , it wi 
have greater wealth and, therefore, a greater capaci y 


(ji) Efficiency of fchoMr and capital The 
pfook of labour and cafytal wlthm a commimit^ determ 
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the production of wealtli and, therefore, the aceumulatiou 
of capital likelj' to take place in the near future. 

liii) The share taken htj the government Out of the 
national dividend, it larger amount of money is taken 
away by the government in the form of taxes, etc., then 
to such an extent the power of the people to save will 
suffer. 

[iv) Meam of transport and communication. These 
reduce the cost ot marketing and bring the conditions of 
distant market within easy knowledge and cause a free 
mobility of labour and capital thus adding to their 
efficiency and increasing the total wealth of a country. 

In India accumulation of capital is very slow because 
the power of the people to save is very little. Due to the 
want of proper exploitation of the natural resources and 
the full utilization of the modern methods of production 
people hardly get any surplus above the bare necessaries 
of life. 

2. But mere power to save is of little consequence 
unless it is supplemented by the will to save. By the will to 
save we mean the readiness to save when one is provided 
with surplus income over his expenditure. The will to 
save depends upon many factors which are chiefly 
mental. 

(i; Pi'udential qualities. Some people are thrifty while 
others are improvident bj’’ nature. Prudent persons who 
possess sufficient foresight into the future put aside a 
part of their income as a reserve against the rainy day, 
and abstain themselves from the immediate consumption 
for the sake of fuller enfoj’ment in the future. This 
will-power to save is much more strong in civilized 
persons than in savages. In India, we have the element 
of foresight in substantial measure among the rich and 
middle class people who have greatlj^ succeeded in accu- 
mulating capital. 

(ii) Moral qualities. A man’s moral perceptions may 
not be strong enough to induce him to save. One who 
has no strong interest in others, or sufficient affection 
for the members of his family or no desire to avoid 
dependence in old age, will save less than another person 
in whom the above desires are very strong. 
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(tH) nope of using in social scale In modern societies 
Uio possession of aconronlatetJ wea!i)i counK much mas- 
much 'xs It gives power over other men m the eoonomio 
sphere and mci eases the prestige in the political aud 
socml arenas il«»y ambitioi^ people toil in the piiramt 
of wealth not for its own sake but for tlie power that 
wealth carries wUli it and thus indirectly and substantially 
contributo towards the loerease of the country’s capital 
3 The opportunities to save depend upon the following 
faotoia 

(t) Security Saving is encouraged whore there is 
security of life and property and where people are 
confident of fully eiijojing the frnils of their savings 
Obvionslj, no person would save if lie is constantly 
hara^s^d by such factors which would deprive him of his 
savings The presence or absence of the following factors 
determines to a very great extent the growth of wealth m 
a country 

(a) Stable government which would maiutam law and 
order in the couutiy and keep people immune from 
violence, fraud, theft, communal riois and foreign 
aggression , (b) Security against the eraotiocs of the 
state Itself , these may be arbitrary or tyranuoos such as 
liigh taxes, inefficient judicial system and bad laws , (c) 
Plijsica! seouritj such as from frequent visitations of 
earthquakes and volcanic eruptions, floods and storms, 
famines, etc , (d) Security against social rites and customs 
which favour lavish expenditures , (e) Economic security 
such ns coinplelfe absence of tyranny of capital over labour, 
of landlords over tenants and serfs, of custom preventing 
free choice of occupation, etc 

(ii) racthlies foi vnestment With the increase m the 
facilities and moans for investment, where jeople can 
deposit their earnings without nuy fear of loss more 
savings will be encouraged liankiug institutions such 
ns private aud joint slock banks, savings bank, a«-sii- 
rance companies, co operative credit societies are very 
important for encouraging the accumulation of capita! 

(ui) The role of interest In many cases men are also 
encouraged by the interest wlijoh they get on their 
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savings. Other things beiug^ equal, the higher the rate 
of interest (i.e., the greater the reward of waiting) the 
greater will be the willingness of persons to wait and to 
save capital by postponing present enjoyments. A high 
rate of interest will stimulate people to save more and 
thus help the accumulation of capital. 

English writers have often" branded Indians with the 
habit of hoarding. But they forget that long , before the 
establishment of British supremacy’- in India there was no 
security of life and property which was an essential factor 
for saving. During the decline of the Mughal Empire 
and the beginning of the Company’s rule, the country was 
torn by anarchical conditions of life and devastated by 
incessant wars and plundering.bands of marauders, and 
the ever-fecurrihg calamities of" the ravages of famines in 
one part of the country or the other completely bfo’ke 
down the backbone of' the Indian peasantry. All these 
unfavourable factors- tended to make the people more 
improvident, as they, had no security to' realize the fruits 
tef their savings. ' 'In 'such-- anarchical times people 
cultivated the habit of hoarding- their valuables which 
could be easily-hidden- and used when needed, but due to 
ignorance and lack of good opportunities to save this 
habit still survives though the need for it has passed' away’. 
Our vast majority o’f people, who live in villages far from 
the cities, are quite ignorant of the safest form of in- 
vestment. In order to . tap the meagre, resources of the 
poor agriculturists and. to teach them thrift and frugality, 
more co-operative credit’ societies on an extensive scale 
may be started^r-the only solution by which we can make 
the dormant' resources of the people an effective’ instrum- 
ent of production. 

Machinery ' ■ 

The rapid invention of new machines marked the 
beginning of the- Industrial- Revolution and brought about 
a total transformation 'in the methods of production. ■ As 
long as the motive force-remained unutilized these new 
machines could not make much headway. But with the 
utilization of steam-power and .electricity, the machine 
era progressed with the greatest .rapidity accomplishing 
unimaginable and insurmountable feats in the -sphere of 
production. 
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Iti AdranUgei > 

(1) Heavy^ arduous and complicated tasks which were 
beyoud the muscular strength of man, are now quickly 
convonieutly and satisfactorily accomplished through the 
aid of power-driven machinery. Machinery, thus, dua? 
■inishesjthe^gtraia jaD hum an muscles ‘a nd _rel iev6s men 
the grievous .fatigue and”ceriaiu .disagreeable kmd^f 
labour that _ were. exfcr^eJy^distasteful.* "Por example, 
the steam hammers have done e great deal to relieve the 
blacksmith from the heavy and arduous task of ham- 
mering red-hot iron. The oraoes can very easily lift a 
burden. 

(2) Machinery takes up routine and.moDotonDus wprk, 
legafiiis .the .mQflotony.j)LJife~And thereby relieves the 
strain on human muscles. 


(3) As machinery exactly repeats its movements with 
amazing rapidity and wonderful precision, therefore, work 
wn be d one mu ch faster, and^far^mqre ^accurately^nd 
unjrormly than by-liuman labour.. *'In’^1896, with manual 
labour it took 216 hours to print and fold 86,000 pages 
of a newspaper while today with the newest type of 
machiuety the same amount of work can be accomplubed 
in an hour with greater ease and efgoienoy. Thus, 
machinery leads to greater efficiency and increased pro- 
duction of wealth. 


(4) Machinery not only relieves the jtrjiin on humau 
muscles but also accomplishes extremely delicate k ind.QL 
Worksjnost-easUy.jquickly.and.finely. 

(B) Formerly, the work which required special skill 
and could be done only by skilled workers is now 
performed by workers of average skill and ability owing 
to the simpler operations made possible by the iu^oduot- 
ion of maohinery. _ 

(6) Machinery has enabled the production of la- 
tercbangeable parts.’ ^aobineryjeau manufacture 
lar ge sca le jdentic al nmohioe^parts which,.arev.p0rfcctly 
jlawless au3 easi!yjTiferchangaable_a3,a.reault of..^wlncii. 
the usefulness of machinery has immensely increwed. 
Formerly, when any part of amaohine was broken, either 
the wliole of it had to he discarded or |aken hack ti 
Tyor^silop. 
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(7) Machinery has greatly facilitated the mobility of 
^labour ,>from one trade to another by weakening the 
barriers between different trades because of the apparent 

' fact that many machines which are in use in one industry 
are similar in general character to those used in many 
other industries. 

(8) As a rule every mechanical invention increases 
the output enormously at a Jower cost per unit because 
of fhe economies of division of labour and large 
^oale production thus benefiting the consumer class as 
a whole. 

(9) It goes without saying that machinery has jyidened 
the human outlook, and elevated the quality of labour 
.by demanding greater intelligence, resourcefulness, res- 
ponsibility and character among operators. “The more 
delicate the machine-power, the greater is the judgment 
and carefulness which, is called for from those who look 
after it. A maehine-mau today is more trustworthy, 
able and highly paid than the labourer under the old 
system.” 

(10) Machinery enables us tp„ .utilize, the , forces of- 
nat.ure, e.g , wind, water, steam and electricity for the 
benefit of mankind. 

Disadvantagas of Machinery 

Every problem has two sides and machinery is no 
exception to this universal formula. There are some 
schools of thought which are too accustomed to paint 
its horrid -side completely forgetting the advantages it 
has conferred upon mankind, and which deplore the 
introduction of machine production on the grounds that 
its adoption has brought in its train ‘moral degradation’ 
and ‘intellectual desolation’ causing tremendous hardships 
to the labouring classes. . ■ 

1. The most important objection that is often made 
by the antagonists is that the advent of a new machine 
in an industry .displaces labourers throwing them com- 
pletely out of employment .which means starvation and 
Ihisery for the displaced labour. But it is a questionable 
argument not actually proved by facts. 

(n) It has been stated that but for a temporary period, 
machinery instead of displacing labour considerably in- 
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creates the room for employment The thsplaced Inbonr 
IS absorbed m the same or m other industries Maclnuery 
owing to Its quick and large prodnotion considerably 
diminishes the cost of production leading m many cases 
to the increased sale of commodities, which creates a 
greater demand and, therefore, employment for labour 
(b) Secondly, the absorption of the displaced labour is 
made possible, as some workers are employed in tlie 
constrnonon and repairs of this maohinerj 

{ci Lastly, the cheapening of articles manufactured 
by the maoliinery lea\es buyers more to spend on the 
purchase of other commodities, whereby the displaced 
labour is enabled to get into tliose judustries 

However, it must be admitted that a permanent loss 
is sometimes luflicted through the introduction of maehi 
iiery on particular cla'ses of labourers who have acquired 
by oxperieuce and traiuing special kind of skill and 
delicacy of touch Prosperous wearers of India, whose 
fame was far renowned throughout the civilized world 
and others engaged in handicrafts and cottage mdutrie«, 
have been, with the importation of cheap zoacbine-made 
goods from the foreign countries, helplessly thrown out 
of hereditary professions only eitlier to be perished m 
1 semi starvation or driven to join the ranks of unskilled 
/tlabouiers iieser to recover from Us fatal blow Again, 
■'Ithe ‘‘long run” argument affords no relief to those who 
IbulTer m the ‘‘short ruu ” 

2 “ilaiiy people object to power-dnven machmery" 
says Prof Chapman, "because they dislike its present 
oou'eqnences in the form of huge dreary towns oierbung 
with a pall of smoke” Machinery gives rise to large 
crowded cities and degraded slums wherein labourers have 
to live III cramped, duty and dingy apartments which are 
prejudicial to their health and happiness In big in- 
dustrial towns and cities on account of promiscuoM 
mixing of several races having different codes of morality, 
the morale of the people gets relaxed aud deranged 
Prostitution is encouraged aud many social ills come into 
prominence Disease an 1 drunkenness, family breakdown 
and crime, intemperance and immorality are some of the 
evil consequences lyhiQh follow m the wfyke of a persistent 
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aticl cdiitiiiuous agglomeration of a large labour force in 
industrial centres. 

But these depressing conseqences are removable and 
have been already removed in a substantial measure in 
the advanced countries of the world. There are many 
industrial centres which are a complete contradiction of 
the view that big industrial towns must necessarily be 
associated with congestion, soot and squalor. “The advent 
of the garden-city movement, the spread of the doctrine 
of town-planning and the municipal control of the location 
of factories in Great Britain, Germany and America, have 
clearly demonstrated that the present confusion and 
disorder in our cities are due, not to any inherent defect 
in large-scale production, but to the misdirection of in- 
dustry and the absence of that control and guidance 
winch are necessary in a transitional stage of such im- 
portance.” 

3. Nor does there seem to be any truth in the con- 

tention that the use of machinery banishes artistic quality 
from our products, undermines taste and brings about 
ugliness in our surroundings. It may be replied to this 
argument that the bad effects are not caused by the 
proper use of machinery but by its abuse. Little artistic 
feeling can be expressed in making plain articles of daily 
use.. On the contrary, it furthers the cause of Art inas- 
much as it can repeat .artistic designs cheaply and thus 
bring them . within the reach of the masses. Moreover 
machinery, today, according to S. E. Thomas, “has reached 
an almost inconceivable state of delicacy of touch and 
perfectiou of execution ; it is capable of minute work to 
a degree which mau can never equal ” 

4. As machinery wipes out of existence the handicraft 
artisans, it necessarily reduces the number of master 
craftsmen who took genuine interest and pride in their 
unrivalled work and tried to maintain the high quality of 
the product. But todaj- the worker is reduced to the position 
of a mere feeder of machines whithout any interest and 
enjoyment. Certainly, the worker’s life becomes mono- 
tonous hut as -regards his enjoyments it may be argued 
that indirectly with his increased wages he can enjoy 
better varieties', of life. 
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6 Rraclnnery gives me to large scale produclioa 
which brings jq its tram over-produotion doe to mis 
calculations ef demand m the market resulting in senoug 
trade crisis and unemployment of labourers who are faced 
to accept by necessity lower wages with a eoiisequeut fall 
lu their standard of living 

6 It 13 also argued that the employment of women 
and ohildren in factones which is made possible by tlie 
introductiou of raaehmery is too degrading both physically 
and morally But the criticism seems to lose much of its 
force inasmuch as their employment can be prohibited by 
legislation and the attendant degradation can be easily 
arrested 

7 Other critics declaim against factory life on the 
ground that the u«e of machinery under proper conditions 
IS impo'^sible and that machinery always leads to degraded 
and anliealtbj life both physical, mental and moral of 
mtlhoua of persons To them the old system of handi 
crafts anil cottage industries means less wesltli for tbe 
nation but more welfare, and the modern system of 
machine-driTen mills and factories is a symbol of social 
degeneration 

By way of concladiog remark*, w© may say that there 
lias grown a tendency to exaggerate the evils of machinery 
which 111 actuality are temporary and remediable liiere 
IS nothing inbexently immoral in a machine , it exactly 
like a hand tool aids man in production with the sole 
exception that it turns out commodities on a much larger 
scale and with immensely increased efficiency. B would 
not be out of place to quote the opinions of Karl Mari, 
the great socialist leader of the Dineteeuth century, who 
always espoused the cause of the down trodden labourei* 
He does not object to the use of machinery lu recognition 
of its immense adrantages, but objects most vehemently 
when it 13 employed by the capitalist employer for the 
unholy exploitation of labour He writes . “bmee, there- 
fore, machinery considered alone, «borteus the houp o 
labour, but, when in the service of capital, lengttieus 
them , *ince lu itself it lightens labour, but when emp oj 
ed by capital 1 eighlens the intensity of labour , since m 
Itself it is a vii/lory of man o^ex the forces of nature, u 
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in tiie hands of capital, makes man the slave af these 
forces/’ 

The advantages conferred upon mankind by machine 
production are too numerous to be dwelt upon, the absence 
of which would have left the world considerably poorer. 
It is due to the large and cheap production of commodi- 
ties with the help of machinery including other new for- 
ces of organization that the luxuries of yesterday are 
tending to become the necessities of today. Machinery 
has produced evils because labourers have been forced by 
sheer necessity to become its dumb servants. Machinery 
should be organized for the benefit of all and it should be 
made the servant of labour and not vice versa. With the 
growth of social conscience and developing democracy, 
temporary abuses such as long hours of work, exploitation 
of child and female labour, insanitary conditions of work, 
over-crowding of people in unhealthy cities, frequent 
industrial accidents and unhealthy physical, moral and 
social conditions of industrial centres, which are associated 
with industrial life, will be wiped out of existence at no 
very distant date. 

CAPITAL IN INDIA 

Agricultural Capital 

Nature has showered her bounties on the country with 
a lavish hand, but mau in India owing to the paucity of 
capital has failed so far to profit by these adequately. 
A brief glance on the agricultural industry which is the 
primary industry of India, will convince us of the fact 
that India is the most backward country in agriculture 
having probably the lowest yield and smallest profits per 
acre of all the civilized countries. Agriculturists still 
adhere to the old ways of cultivation which involve a 
terrible wastage of their productive efforts and of the 
natural resources as well. 

Cultivation in India is carried on with a minimum of 
capital. Practically speaking, -there is no saving of capital 
due to the backward and inefficient farming which leaves 
a very little margin of surplus above the necessaries of 
life. Owing to the absence of any proper agency which 
can finance agriculturists at the time of sowing #r any 
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Other emergency excerpt a few co operative credit societies 
here and there. The Sahukars and Mahajans take the 
advantage of peasant's ignorance and necessity and uti- 
scrupuiously charge exorbitant rates of interest from the 
crushing weight of which he can never find his escape 
An agriculturist's capital consists in the form of farm 
implements which are comparatively ‘few in number, 
simple in kind, smaller in sizo, obsolete in character, and 
very insignificant in value * They are light, portable and 
withm the capacity of draught oxen Hts capital in the 
shape of instruments of production includes (») the plough 
and the ploughshare used for the upturning of the soil, 
and driven by either a pair of bnllocks or a pair of bull- 
buffaloes or a oamel The antiquated plough is such that 
it scratches only a few lachea of tho upper surface of the 
soil and does not invert it The mam advantages of the 
light Indian plough, »s recognizeil by even eminent antbo- 
rilies are that it is within the haulage capacity of onlmary 
draught animaNr and secondly, its cultivation does not lead 
to theevaporation of moisture which islackmg in thelndian 
botl owing to its dry nature and the seasonal character 
of the rainfall ,(») tho wooden yokes in which bullocks 
are yoked either for hatiliog the plough or at the tune 
of lifting water from the wella , (i/i; tho seed drill 

whi6h IS generally made out of a long, hollow piece of 
bamboo wuli n funnel at the Upper end, facilitates even 
distribution of seed into the newly-made furrows by the 
plough — to the haddle of which tins implement is tied 
while sowing , (rw) thepafa or the leveller used for fevell 
ing the field prolimmafy to lowing , (o) a massive wooden 
roller used for crushing clods , a chersa (a big leathern 
bucket) for drawing water from the wolh , {w/ a big and 
heavy rope , imi) a wooden strnotnre of ■strong logs of 
wood raised on one side {if the well is a broader one more 
can be raised) for drawing water, upon which a pulley w 
set winch facilitates the taovemeut of the rope fasleiied 
with the leathern bucket , (tx) a epade or khudnri used 
for irrigating and digging puiposes and to some extent in 
assisting the ploughs, (® thoi Ahmpi (trowel use 1 for 
weeding, and spacing out), (xt) the Aasia or the mckIs 
used for harveatiug , (ant) the /rft or five fingered fort 
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used for upturning the harvested crop -when it is being 
trodden by the feet of the bullocks for separating the 
chaff from the corn ; (asm) a long, rough thick-woven 
cloth used either in covering the crop on the threshing 
floor from rain or winds or in taking corn to the market ; 
(osiv) the cart used for transporting purposes, but owing 
to its prohibitive cost it is not within the reach of every 
peasant. The total number of carts in India amounts to 
over half a crore : (xv) the grain set aside for sowing the 
next crop. At present, owing to the extreme indebtedness 
of the peasant he is forced to part with all his produce at 
the threshing floor and when the time of sowing comes he 
resorts to the mahajan who provides out of his khafii any 
quality of grain the appreciable part of which when sown 
fails to germinate. .Recently, the Agricultural Depart- 
ment has introduced certain new and high-yielding 
varieties of grains which have found much favour with 
our Indian farmers, wherever their utility has been 
clearly demonstrated to them ; (xvi) the farm manure for 
renovating the exhausted properties of the soil. But the 
major portion of the farmyard manure — which is the 
commonest t3’pe of manure used in India — is used as fuel 
and whatever remains, it is preserved and applied in such 
a wasteful manner that the real utilitj’^ of it when it goes 
back to the fields 'completely vanishes away ; (xvii) wells. 
The sinking of wells is beyond the means of an ordinary 
cultivator ; the number of wells used for irrigating fields 
is small owing to the paucity of funds with the agri- 
culturists, and many of them are Tcucliha wells the water- 
yielding capacity of which, is ridiculously small : (xviii) 
cattle constitute a valuable possession of the cultivator. 
The live-stock represents the largest item of India’s agri- 
cultural capital and it supplies not only energy to the 
agriculturists but also many raw materials for the deve- 
lopment of various manufacturing industries. But the 
breed of the capital is much deteriorated and epidemics 
cause appalling mortality among cattle, I'inderpest alone 
contributing to over one lakh deaths annuallj'. The 
Imperial Institute of Veterinary Research at Muktesar 
and the Imperial Veterinary Serum Institute at Izatnagar 
(Bareillyl'are doing noteworthy work in combating the 
various cattle diseases such as rinderpest, foot and mouth, 
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haemorrhagic septicaemia, black nuartcr and anthrax 
The absence of an adequate supply of fodder grazing 
grounds is the root cause of the degenerated quality of 
the Indian cattle. 

With such lueffieient methods of tillage, crude ways 
of water-hfting arrangements, inadequate and deteriorated 
quality of manure, unsatisfactory provision of seeds, and 
insufficient and inefficient possession of cattle power, it 
13 no exaggeration that the agricultural yield per acre in 
India IS very low in comparison with other countries 
■where farming is carried on with the most up-to-date 
scientific methods It is pow being increasingly realized 
that tlie progress of the nation is intimately bound up 
with the development of agriculture and the progress of 
villages whereto lies the soul of India 

Although it 13 not advisable nor feasible to introduce 
wholesale labour-saving machinery in Indian agriculture, 
the improved type of implements like the modern 
irou ploughs, machines for chopping fodder, installation 
of maclanery, particularly for irrigation and cane-orushing 
purposes will considerably enhance the productive 
efficiency of the agriculturists and improve the quality 
and the quantity of the produce The introduction of 
the Western type of costly agricultural machinery driven 
by motive power is not possible lu India owing to the 
peculiar conditions found in our agricultural industry 
The peculiar conditions of the cultivator require cheap 
and handy implements which ere easy to understand, and 
in order to ensure full benefit from the improved imple- 
ments, It 18 considered necessary that they should he 
manufaotured in the country itself and full provision 
should be made for the supply of spare parts and facilities 
for repairs 

Large-scale Manufactures 

Indiancapitaf isregarded as timid, shy andcoaservatire 
But thqso epithets hardly apply to it in the present stale 
of India’s awakemug when it has slowly but steadily 
found Us way in modern mduslnal enterprises and tended 
to seek new channels No doubt, owing to the paucity 
of competent managers and organixers of commercial 
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business and industrial enterprises and the lack of proper 
banking facilities in rural areas, the growth of capital is 
greatly retarded but it must be said that it is showing a 
remarkable development both ‘in point of adequacy and 
venturesomeness,' especially since the War-period. That 
the Indian capital is shaking off its proverbial shyness is 
evidenced by the increase in government rupee loan, and 
in the paid-up capital of joint-stock companies registered 
in India. The fact is that people have now begun to 
realize the advantages of investment and if improved 
banking facilities on any extensive scale and competent 
entrepreneurs equipped with requisite experience and 
training are forthcoming, it will grow less and less 
timorous and it may be confidently expected that one 
day it will completely oust the dominance of foreign 
capital. 

Cotton Industry 

The first cotton mill was started in Calcutta in ISIS 
and the first mill in Bombay was established in 1854. 
Since then the industry has developed considerabl}' in 
spite of occasional vicissitudes due to, famine, plague, 
foreign competition, fluctuations in the foreign exchange 
and prices of cotton, etc. 

The industry employs a capital of about Rs. 43 crores. 
The most satisfying feature of the industry is that it is 
mainly capitalised and managed by Indians. 

In the initial stages of its growth the principal product 
of the cotton mill industry was yarn meant for the 
consumption of the handloom industry and for export to 
China. But owing to the decline of the China trade in 
yarn, the cotton industrialists concentrated their energies 
on the production of both yarn and cloth for home 
consumption. The progress of the industry during the 
Great War and since has been especially phenomenal. 
The Swadeshi MoA'ement has also given a great impetus 
to the industrj' which has considerably advanced in 
spinning and weaving — specially of finer counts. Owing 
to the absence of fine Americair type of cotton, our in- 
dustry is suffering a great handicap as it cannot 
manufacture fine-textured fabrics. Receiith' the keen 
competition of -Japan in piece-goods has greatly 
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Ihrcntenctl tlio ^cryexu^cnco of tho indnstTy The 
Gororfiment of Intha on-ing (o heavy ilcprecialiou of the 
yen, levieJ a vcri high Uutj on cotton cooJs imported 
into Uio counlrj 

Moat of tho cotton miiU arc fonuti ni tho iiombay 
ProMtlenej, the nnportnnt centres of production being 
Uomtmj cil> and islatul Ahmcdabad, ShoUpur, fearat, 
liroach aiul Jatgaon Cantipore, DeJbi, Jiagpiir an) 
Madras nro other important centres of cotton miJls 
Jtforo than two hundred cotton jiitlls wording m iho 
JJombnj PrtMdtncj employ m aU about 2 32,000 persons, 
tfie rc^t of llio inills arc distriLntcd over many provinces 
and btHles 
Sui^ar Industry 

* Tho arts of preparing, rerintng and cryslalliziug raw 
sugar hav« Iteii praottseij i» Jmha from aocient times , 
but Rrndunlly liulmneitoii importing more and roora 
sugar from Mauritius and Java' The mdigenoas in 
dustry was hil hard by the foreign cheap sugar, but 
aurvned Itll now only duo to the religious senliments 
againvt the imported sugar Die Indmn Sugar Committee 
of iU20 was of opimon that ‘ ii should be perfectly 
praciicabto to produce the whole of tho present import m 
India Itself and that to the great benefit of India aod 
iiidirt-clly to tho rest of the Empire '* 

Ilolp-d by na adeejuato larifl* wall, the introduction of 
improve 1 varieties of cane and the increase of area under 
cauo cultivaliou, the industry has made phenomenal pro 
grc'w in recent years There were 14b modern sugar 
factories ill 193J40n8 compared to 82 in 103L 32, while 
import of sugar from foreign countries h estimated, sap, 
to bo 2,00,000 tons as compared to 9,01,000 tons in X931- 
32 The total production of sugar in India was about 
18,80,000 tons in 1939 40, while con-umplioii of sugar lu 
India during tho same year was cslimaleii to bo 11,50 000 
tuns Acoonnt has not bten taken Jiere of tho cslimateJ 
production of KhamWari sugar of 1,50,000 Ions and the 
Goiernmont cstiiunto of sugar rohued from gur of 32,000 
tons It IS of interest to note that the production^of g«r 
18 also intrtasing aiiico lOdl 32, when it was 2,i7,2000 
tons as compared to 5,275,000 tons m 1938 3^ 
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Eeally speaking, the growth of the Indian sugar in- 
dustry starts from, the year 1930-31, when a duty of 
Rs. 7-4-0 per ewt. on imported sugar was imposed by the 
Grovernmeut. This duty was further enhanced to 
Rs. 9-1-0 per cwt. in 1932. The total import duty including 
the surcharge became Rs. 9-4 per cwt. in 1937 and this 
was reduced to Rs. 8-12 with effect from 1st April 1940. 
With a view to cheek the rapid growth of the industry’ 
and in order to replace the loss of revenue from this source, 
an excise duty of Rs. 1-5-0 per cwt. on factory produced 
sugar and annas ten per cwt. on Khaudsari sugar was im- 
posed in 1934. In spite of a great opposition from all 
quarters, the Government increased the sugar excise duty to 
Rs. 2 per cwt. with effect from April 1, 1937 ; and further 
increased it to Rs. 3 from April 1940 while decreased the 
'duty on Khandsari sugar to annas eight per cwt. 

The United Provinces and Bihar are the most important 
cane producing centres in India, the former contributing 
about 60 per cent, and the latter about 25 per cent, to the 
total produce. The Bombay and Madras Provinces are 
also making progress in sugarcane cultivation. 

A new fillip to sugar industry has been given by the 
Government on the llth March, 1937 by formally opening 
the Imperial Institute of Sugar Technology at Cawnpore. 
It is intended that the Institute should undertake research 
on sugar technology, deal with the utilization of by-pro- 
ducts, test the new varieties of cane and solve the general 
problems of sugar engineering and chemistry. Research 
work, with promising results, has been carried out on the 
utilization of molasses for the manufacture of cattle feed, 
road making, manure, the preparation of acetic acid and 
power alcohol. 

There was a precipitate fall in the prices of sugar in 
1937 when a Sugar Syndicate comprising of over 90 mills 
of Bihar and the United Provinces came into existence. 
This Syndicate has been given legislative recognition by the 
Governments of the U. P. and Bihar and all mills working 
in these provinces are compelled to sell their sugar through 
the body. These Governments have made it compulsory 
for every mill to obtain a license for working it and to 
become a merqber of the Indian Sugar Syndicate. During 
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for 70 per cent, of the investment. The industry is domi- 
nated by foreign capital and management. The factories 
for making finer woollen goods, import wool from Australia 
and Persia because the indigenous variety is rough and 
poor and is mainly suitable for the manufacture of blankets, 
rugs, carpets, and other coarse articles. The main causes 
why the mills have not rapidly multiplied are the limited 
demand for woollen goods owing to the hot climate excep- 
ting a few months in the year, the scarcity of raw wool 
of superior quality, and the importation of cheap woollen 
articles from foreign countries. The excessive imports of 
woollen goods amounting to six times the home produc- 
tion, show that there is a large field for the development 
of industry in India. G-ermany and Italy are serious 
competitors in woollen products. 

Iron and Steel Industry 

The iron and steel industry is confined to Bengal and 
Bihar and Orissa provinces, where iron ore and coal are 
found in close proximity. This industry is one of the 
‘key’ or ‘basic’ industries and is of great importance in 
the modern industrial development of the country. The 
first successful concern namely, the Barakar Iron Works, 
which were taken over in 1889 by the Bengal Steel and 
Iron Company, were started in 1874 in Bengal on the 
Jherria coal-fields. This company succeeded inmanufactur- 
ing pig iron and the attempts at steel manufacturing 
resulted in a heavy loss due to the cheap price of the im- 
ported steel. The next important stage in the growth of 
the industry was ushered in by the formation of the Tata 
Company. The Tata Steel Company was started at Sakchi 
(Jamshedpur) in 1908 with a capital of Rs. 2|- crores which 
was mainly Indian. Steel was manufactured for the first 
time in the country by the Tata Company in 1913, which 
is one of the biggest concerns in India and employs 30,000 
workers, The heavy demand for rails, etc., during the 
Great War not only helped the enormous expansion of the 
Tata Works, but also led to the formation of several other 
companies such as The Indian Iron and Steel Corporation 
of Asia at Manoharpur, the Eastern Iron Company, and 
the Mysore State Iron Works at Bhadravati. The Tata 
Company manufactures about two-thirds of the whole 
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output of pig irou and almost the whole of steel 
laatlo iti ItKhft But ludm js still dependent to a very 
cotistdorablo degree upon foreign iron and steel in 
flpite-of the hearj ttioteaso m production occasioned by 
the coustructiQU of wow iron and steel coiioerns ^ 

After the terrainaUow ol War, the steel Jiidiisiryhad to 
faco such a tierco eompetitioii from the clieap imported 
steel that the Tata hail lo oppJj for protection lo the 
Go\eruiinnt On the rocoroiJiBudation of thoTari/nioard, 
tho steel iiidusiry was gix-on proioetion and bounty was 
also given for a short period on steel rails, fish plates and 
tho railway wagons raaonfaefured jii India, but later on 
bounty was <Iisoontmned on the grounds that the industry 
weeds protection for a much longer period of time and 
bounty involves a heavy expenditure Tho war has created 
on extraordinary aituation for tho industry 
Tanning! and Leather lodoatry 

Tho tautitng industry is very old in India India possesses 
n vast supply of hides and skins, but previous to the War, 
these wore mostly exported in a raw state to Germany, 
Austria, and tho UnitedStates The first initiative of moderniz 
lUg tho industry was taken up by the military authoriliM 
who introduoed Curopean methods of tanning to inaniifao 
turo superior leather for military reqniremcris A Govern 
mont Harness and Saddlery Factorywassetup atCawiipore 
which afterwards became the cenlro of the tanning industry 
Biinng the war, partly owing to tho cnlting off of the 
oiiomy jnarhfets and partly owing to the oontrol exercised 
by the Government, the prices of the hides and shins fell 
eiiorinonsly with this important result that many tanneries 
and leather factories cam© into existence with up to date 
machinery at Cawiiporo, Agra, Madras, Bombay and 
Calcuttn, manufacturing leather goods of all sorts Daring 
the war the Indian ilmiition Board was «et np to enconrage 
tho tanneries to produce superior type of leather for war 

purposes Chrome process of tanning is becoming popa^A 
but owing to the big cost of the machinery required lot 
its equipment, it lias made a very slow progress In spite 
of tho noteworthy porgress achieved by the leather 
it still stands in need of proper organization and expert skiH 
■\yo even now export large quantities of hides and akitw 
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only to get them back in the form of inaiiufactured goods. 
Protection against foreign goods and duty on the export 
of hides and skins in order to discourage the export of the 
raw material to foreign countries will go to a considerable 
way in making India a self-supporting country as regards 
leather goods. 

Match Industry 

The real history of match industry in India dates from 
1921, when the duty on imported matches was raised to 
12 annas per gross and later on to Rs. 1-8-0 per gross for 
revenue purposes and which has been now converted into 
a protective duty on the recommendation of the Tariff 
Board. Formerly, we used to import annually large 
quantities of matches chiefly from England, Scandinavia 
and Japan, the latter contributing the greatest percentage. 



There were only six factories in India before the War, but 
fitter the imposition of the duty they made an extraordina^^ 
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progiojs and rapidly mnltiplied in number Tbo imports of 
matches from Japan and Sweden liavo coiopietely 
dwindled away into insignificance The industry is fairly 
in a prosperous state There is no dearth of raw ujate- 
rial, but owing to the inaccessibility of such timbers as 
spruce and silver fir, which aie most suitable for the 
match industry, the cost of transportation is very high 
In Older to avoid this djsagreeable position, it has been 
suggested that splint factories should be started and 
adequate facilities should be provided for the Jransporta 
tion of the splint to the centrally situated factories m the 
plains. One alarming feature ot the industry is that it is 
dominated by a foreign syndicate 'The Swedish Hatch 
Company” which has started a few big industries m India 
and begun to kill unserapnioiisly the minor factories of 
the country A great hue and cry was raised agsmst the 
unsorupuloua attitude of the Swedish Trust but the Tariff 
Board regaided the establishment of Swedish CompaDy’a 
factories as of ‘'distinct economic value to the country 
because of the high stamlard of quality at company’s 
factories ati<) of the (raming afforded to Xudiftcs in these 
factories in improved methods of match manufacture” 
Paper Indoitry 

Paper*makiug is an old industry of India, and is still 
carried on in certain parts of the country by indigenous 
methods Barly altempls at manufacturing machine made 
paper proved aborti%o lIaolune*rQade paper began m 
India with the e‘»labli3hment of the Bally Paper Mills on 
the Hoogly in 1870 The Titagarh Paper Mills were 
started lu 1882 Previous to the War, the industry was 
in a very unstable oondition owing to the severe foreign 
competition But with the commencement of the War the 
Indian Paper Industry has been showing a good progress 
and it IS hoped that with the impending mass spread of 
education the industry has a great future before it At 
the present time the existing paper miiYs in 
producing only 40,000 tons—about one-fourth of the total 
oonsumption which comes to about 1,60,000 tons a year. 
In India paper is mostly manufactured out of sabai grass, 
bhabhar grass bamboos, rags, hemp, waste-paper, gunny 
bags and old ropes The Indian paper is of a very poor 



CAPITAL 


243 


quality ; for manufacturing superior qualitj* of paper the 
Indian paper mills import wood pulp from abroad. Manu- 
facture of paper from bamboo, the supply of which is 
practically inexhaustible, promises vast opportunities for 
the development of the industry. Owing to the severe 
foreign competition from Scandinavia and Germany the 
paper industry applied for protection. In 1925 a protective 
duty of one anna per pound was levied on imported paper 
as proposed by the Tariff Board for seven years so as to 
secure a firm basis for the industry. The "War has brought 
about nearly a total stoppage of paper imports and has 
put a heavy strain on the existing paper mills in India. 
The price of paper has gone up very high. To meet 
the situation the Government of India is controlling the 
supply and the price of paper and is asking all the 
consumers of paper to observe the utmost economy of 
paper. 

Glass Industry 

Brief History. That glass manufactures were known 
to, and in use in, India in the early Christian era is now 
well established by the recent archeological discoveries 
and excavations. 

In the 17th century, it is known that enamelled glass 
was manufactured in India though the industry was 
producing glassware of very poor quality, mostly confined 
to bangles and to a smaller degree, small bottles and 
flasks. 

i 

In the nineties of the last century some glass factories 
of the modern type were established and a glass factory 
at Talegaon in Poona District had done much for the in- 
dustrial development of glass manufacture but most of 
these factories met with failure. 

The 1906 Swadeshi Movement gave a fresh impetus 
to this industry as well and in spite of the obvious failures 
experienced in this branch of production by the enter- 
prisers, more and fresh enterprises were launched. These 
early failures were more mainly attributed to the lack of 
adequate technical skill, ignorance about the qualities of 
paw material and the peculiarities of local conditions, 
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Between 1908 and 19J3, 16 new glass faclories were 
lanncljeil but with rer} little soccers But daring tlie 
Great War the Indian Munitions Board gave encourage- 
inent to llie manufacture of glassware in India and the 
industry began to show steady signs of recovery and 
definite impiovement 

After the termroatioii of the Great War, the import 
duty oil glass manufactures was incicased from 15*/, to 
d0*/i Rs a result of which the industry received a stimulus 
and 22 new factories oame into existence during this 
period 

In 1931, the Indian Tariff Board carried investigations 
into iho prospects of glass industry and recomiuecded 
protection for the industry for a period of ton years The 
recomroeiidations of the Boaid were not accepted by the 
Qoveruiueut of India which no doubt led to a great 
disappointment and unrest among the glass manu- 
facturers 

At the present time, the distribution of glass factories 
in tJie various provinces is as follows — 

88 in the United Provinces, 28 m Bengal, 19 in 
Bombay, 3 in Punjab, 1 m Madias, 1 m Delhi and, 11 ni 
the States 

Raw Materials for the Induatry 

The important raw materials used in the manufacture 
of glassware aie sand, soda ash, lime or hmo stone, the 
percentage of soda ash being the largest Though the 
protection could not be given to the glass industry, the 
Government of India reduced the duty ou soda ash 
imported for the ooosnmptiou of glass factories and thus 
materially contributed to the reduction of costs in the 
glass manufactures The other raw materials which are 
required for the manufacture of glassware are found m 
the country in abundance 
Clatdhcation oT tjtass Industry 

Two distinct categories of glass factories exist side by 
side at the present time — 

(1) the indigenous cottage industry, 

(2) the modern factory industry 



fcAPITi\L 


245 


The collage induslries are found at many places iii 
India but they are mainly located in the Firozabad district 
of the United Provinces, in the Belgaum district, Bombay, 
and also to a smaller extent in the M 3 ’-sore State. The 
artisans get fi’om the glass factories glass blocks or cakes 
and make in their own small furnaces bangles for local 
consumption in India. Cottage industries in India have 
wonderful capacities to stand tenaciously against the 
murderous onslaughts of cheaply manufactured machine- 
made goods and the same applies with equal force to 
glass cottage industry. In spite of the severe competition 
from the glass factory industry in India and specially 
from Japan, the cottage industry has survived the 
blow admirably and it is now supplying more than 
one-third of the total requirements of the country. 

The Modern Glass Factory though still in a semi- 
developed stage is making steady and satisfactory progress 
in the production of glass cakes for bangles, bead.s, 
bottles, lampware, phials, tableware etc. Some factories 
have recently started manufacture of surgical and 
laboratory requirements in glass. Sheet and plate 
glass, plain as well as ornamental, is also being manu- 
factured. 

Imports and Exports 

It is a very satisfactorj' feature to note that import 
figures are gradually decreasing owing to larger product- 
ion of glassware in India. Whereas the total imports 
in 1926-27 amounted to Rs, 2^ orores the value of total 
imports in 1939-40 fell down to Es. Ij crores only. 

According to conservative estimates, the total annual 
production of glass and glassware at the present time 
comes to about Es. 2 crores. More than half of the 
demand of the country is now met with by the Indian 
Glass Industry and the value of imports has now come 
down to one-half of the figure that stood in 1925. 

Just as in the last Great War, the glass industry 
received impetus inasmuch as large supplies were 
delivered to the Indian Munitions Board, similarly in the 
present war too, the glass industry is receiving large 
-orders from the Supply Department for defence require- 
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tteiils anti the mOuslry is coping willi tUo additional 
burden thrown over it in au admirable manuer With 
Japan’s and Czechoslovakia’s supplies absolutely cut off 
during the period of hostilities, it is anticipaled and 
earnobtly hoped that Indian Glass Industry will attain its 
/till status b> maLtiig rapid strides m all dnectioiis and 
bo able to put itself on a hrm footing b^ capturing other 
markets ns well. 

United Provinces in the Vanguard 

Among the Provinces of India, the United Provinces 
occupies a very imporlaut and conspicuous place m the 
production of glassware Besides the famous Firozahad 
Industry which is primarily engaged in the proihiction of 
bangles from glass cakes or blocks made in bigger 
factories, there are important glass factories working 
JJ) full order at Bahjoi and Naini 'Jhe Uniled Provuiccs 
has the rnro and enviable distinction of possessing a 
glass factory at llahjoi which alone produces sheet glass 
III the Coutiiieiit of Asia except fupatt One of the 
important recommendniions of the ^lanff Board was the 
establishment of n Tcc 1 jni<al Itesearch Jnstiluto for 
glass 111 ordei to carry out mvestigalions into gins 
Technology in I idia I he OnUed Provinces took the 
oppoftunuy by the forelock and have created a special 
Department of Glass reohnology under a well known 
Technologist at Benares with a view to develop this in 
dustry especially in the direction of reducing the cost of 
gla«s manufacture and putting tho whole industry on a 
scientific basis by devising inoderij methods of inanu 
facture As a result of ihe^e technological improvements 
and the expert advice rendered by tho Glass lechnologist 
to the glass manufacturers new types of glass are now 
being manufactured such as laboratory ware, rods and 
tubing, pipes and a variety of other articles which were 
hitheito imported from foreign couiilnes 

In addition to these, there are other rodersir^^ 
as cement, chemicals, petroleum which, from the ni 
dustnal and eooiiomio points of view, are of cousidernbla 
importance Small floor mills are found in Bombay, 
the Conti al Provinces, Madras, the Punjab, and the 
Umted Provinces Rice hnsking mills are mainly siluatec 
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in JJnrma, Madras and Bengal, Tea industry is mainly 
centred in Assam and it is purely financed and managed 
by Europeans. 

MEANS OF COMMUNICATION AND TEANSPORT 

The importance of the means of communication and 
transport in the intricate and interdependent economic 
organization of the modern times can scarcelj' be over- 
emphasized. Transport is an essential link in the industry 
and the commerce of the world. Industry, commerce 
and transport are bound up together for the development 
of one leads to the development of the other ; industrial 
and transport developments have to go side by side. 
AVith a rapid increase in the speed and security of 
transport, distance is annihilated and geographical 
disadvantages are neutralized with the important I’esult 
that more and more distant markets enter into the field 
of competition leading to an equalization of pi’ioes. Even 
from the military, administrative and social points of 
view their importance is no less remarkable. For the 
growth of civilization cheap and quick transport faci- 
lities are the essential requirements in modern times. 
Of course no modern complex civilization could develop 
without the efficient sj^stem of transport industry which 
ranks second to none but agricultural industry in the 
world. 

As late as the middle of the nineteenth century India 
was deficient in its improved facilities for transport and 
communication. For transport purposes, pack animals 
such as mules, yaks, horses, camels, bullock carts, palan- 
quins, small river crafts and little sailing and coasting 
vessels, were ordinarily used. With the advent of the 
British, a complete revolution has been effected in our 
transport system, internally as well as externally^. Al- 
though much has been accomplished in the way of 
improved system of transport, a huge amount of capi- 
tal to make the present system most efficient and up 
■to date is immediately required. 

Road Transport 

.With the growth of political power and expansion of 
territories, the British administration in India realized the' 
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need for improved means of communication It was only 
in 1839 that real attempts were made to connect Della 
and Calcutta by a proper metalled load IIowe\er, m 
Lord Dalhousie'a time a vigorous policy was pursued 
regarding road making The extension of the railway 
system also uicreasuigly necessitated tlie construction of 
roads to feed the railway* Under the Reforins of 1919 
roads were included m the list of transferred subjects m 
all the provinces ext opt Assam In pursuance of sudden 
and rapid growth of motor traffic the Indian Road Deve 
iopment Committee was appointed in 1927, to examine 
the desirability of developing the road system of ludia, 
the means by which such a development could be moat 
suitably financed, and to consider the formalion of a 
Central Road Board for the purpose of oo-ordiuating the 
policy of road development ii. India 

As a result of the recommendations of tlie Committee 
and their acceptance by the Government of India, the 
duty on motor spirit was increased from four to six annas 
per gallon and the proceeds of the additionnl duty of two 
annas per gallon have been credited to a separate Hoad 
Development Acoonnt, out of the total receipts realized 
from the additional duty, 10 per cent of the amount is 
retained by the Central Government as a reserve for the 
administration of the fund, for researcli and experimental 
works, etc , the remamiog, viz , 90 per cent » distributed 
to the provinces and States in proportion to their petrol 
consumption From the reserve grants are also made by 
the Government of India to the provinces sad States on 
some specified conditions, for example, for projects 
beyond the resources of the local Goiernments or those 
that ooucern more than one province or State or those 
that aro of alhlndia importance The Road Development 
Account which was set up in the first instance fora 
period of five years has been extended from J 934 wiib 
out any restriction of time But it la now being morea* 
singly realized that the fund available for road develop- 
ment IS too inadequate and at this rate the development 
will be too slow 

The total road mileage of metalled and unmetallcd 
roads amounts approximately to 2 lakhs and 20 Ihousan 



CAPITAL 


249 


miles which is not verj^ adequate considering the require- 
ments and the immensity of the country. Most of the 
roads are not served with any permanent system of 
bridges as a result of which considerable traffic is held 
up during rainy seasons. 

Rail-road Competition 

With the advent of motor-transport in India, during 
the last decade, the importance of roads has begun to 
loom large in the eyes, of the public and the Government, 
The far-reaching potentialities of motor-transport for the 
commercial exploitation of the rural areas are beginning 
to be realized. The recent development of motor passenger 
transport is appi-eciated as bringing the facility of I'apid 
conveyance within easy reach of ordinary peasants who 
can be picked up or set down at any point along the 
route in rural areas. For relative!}^ lighter traffic and for 
short distances, the motor traffic scores over its com- 
petitor — the railway. In rural areas where the population 
is scanty and scattered, the construction of a railway 
would be an uneconomic proposition while motor traffic 
can provide all the facilities with minimum of expenditure. 

The rural motor bus service (a) opens up country-side, 
(&) provides better fapilities to agriculturists for marketing 
agricultural produce, (c) eliminates all the inconvenience, 
time and heavy expense involved in a journey between 
the villages and towns, (d) stimulates the poultry-farming 
and the cultivation of other lucrative vegetable products, 
(e) helps to improve the amenities of rural life, and (f) 
prevents rural depopulation. 

. In India, owing to the absence of metalled or unme- 
talled improved-roads in rural areas, the motor traffic is 
mostly concentrated on the metalled roads running 
parallel to half the total railway mileage, thus proving a 
serious rival to the railways. As a result of the motor 
competition railways are losing about 2 per cent, of the 
earnings of a normal year. As yet the motor competition 
is confined to passenger traffic for short distances only 
with the exception of the North-Western Railway which 
has suffered in the carriage of merchandise also. We 
admit that in some cases motor competition has stimulated 
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the railway authorities to make improvements and provide 
better facilities, but it miibt be said that this cut throat 
competition is not m the best interests of the country and 
more so, when we consider that railways are the properly 
of the Government of India and hence of the (bx payers 
The policy should be for the mutual benefit of both to 
make roads aa feeders rather than competitors of the 
railways 

Construction of good roads in the outlying areas 
coupled with the systematic organization of motor traffic 
will go a long way m elimiuatiog the wasteful competi 
tion between the railway and tbe motor tiaffio Pioneers 
also should be encouraged to operate rural transport 
services by granting some sort of monopoly, subject, of 
course, to adequate safeguards as to the quality and the 
auffioienoy of the nervices they provide It will prevent 
over ciowding over mote luorative and heavily-trafficked 
road®, open up subsidiary oouiitry routes and will bring 
many social and economic advantages to the rural parts 
The Preeeflt Position 

Despite the substantial and praiseworthy improvements 
in road trau«port, India still remains a very backward 
country in re«peot of roadways Ther® are four great 
truck roads stretching diagonally across the country 
Among them the oldest and the most famous is the Grand 
Trunk Koad whioh runs from Calcutta to Peshawar, 
others from Calcutta to Madras, Madras to Bombay, and 
Bombay to Delhi But none of them is up to the modern 
standard Owing to tho lack of bridges and crossings, 
much of the traffic is held up lu the rainy season 

Roads have been classified as fn) arterial or mam 
roads, that is, roads which are maintained by Provincial 
revenues and which traverse from province to province , 
(6) feeder or subsidiary roads which are maintained 
by district boards and connect niial areas with the 
railways or the mam roads , (c) the village roads which 
are ktichcha or uosurfaced roads maintained by local 
hoaida 

The village roads are hopelessly poor in quality , no 
appreciable attempts have been made to improve their 
condition The policy should now be to improve an 
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develop rural communicafious instead of li'uuk roads. 
The development of rural communication is indispensable 
as all the advantages of the improved arts of cultivation 
get neutralized in the absence of better z'oads. Their 
importance can be realized when we recall to the mind 
that it is only through the want of communications that 
about 5 million acres in Assam await colonization. It 
i.s only through special grants to Local Boards for 
spending on rural communications that substantial results 
can be achieved. The remarks of the Indian Eoad 
Development Committee are veiy telling : “ ... .all com- 
munications are interdependent. The value of a village 
road is small unless it leads to a main road, which leads 
in turn to a market or a rai!wa 3 \ On the other hand, 
the full value of a railway is not realized, unless it is fed 
by an adequate S 3 *stem of main and subsidiary loads. 
The orderly development of all communications should 
proceed together.” In any new programme of roads 
going to be planned in the near future, the all-important 
question of providing marketing facilities to outlying 
rural areas should receive the foremost consideration at 
the hands of the authorities concerned. A good network 
of road .system connecting the urban and rural areas will 
give a tremendous fillip to agriculture, trade and the in- 
dustry of the country. 

Railways 

It was in the time of Lord Dalhousie in 1854 that a 
definite policy was adopted for the construction of 
railways in India. In the beginning the Government 
guaranteed a free grant of land and 6 per cent, rate of 
interest on capital invested by the British capitalists. 
But the Government suffered a great financial los.':, as 
there was no incentive to economy on the part of the 
companies. In 1869 the railway construction was under- 
taken by the direct Government agency but in 3879 due 
to financial stringencjq the Government was compelled to 
have recourse to company agency again but on terms 
more favourable than under the old guarantee system, 
and in the new form of guarantee system, the proprietor- 
ship rested with the Government and not with the 
company which constructed the railwayL The Government 
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also resen ed the right to purchase the company lines 
after a certain period at specified rates lu I9oo the 
railways m India began to show profits and a vigorous 
policy was pursued m tho extension of the railways As 
a result of the reoommendafcious of the majority of 
the Acworth Railway Committee ( 1920-21 ) the Govern- 
ment has decided directly to work the hues now 
managed by the cotnpamea on the termination of their 
contracts 

The total mileage under the railways comes to about 
41,150 on March 31, 1910 and the total invested capital 
amounts to Rs 862 crores There are some railways 
which are both State-owned and State worked such as 
N W Railway, E B Railway, E I Railway, and G I P. 
Railway Some others, although owned by the State, 
are worked by the companies enjoy lug a guarantee of in- 
terest from the Go\ernme«t, eg, BN Railway, B. B 
and 0 I Railway, etc, while there are others which are 
company-owned and company-managed The gauges o 
the Indian Railways were 111 1939-40 — t) the standard 
or 5 ft. 6 inches (21,154 ioile«), (») the metre, or 8 ft 
inches (16,899 miles) and (tit) the narrow gauges of 2 ft 
6 inches and 2 ft (4,(03 miles) The general policy of 
the railway system in India is conducted by a body known 
as the Railway Board under the Department of Commerce 

Advantages of Railways 

Railways have greatly revolutionized tlie methods of 
transport and brought about many political, social and 
economic changes in the life of the people 

(1) Political Railways have greatly helped to unite 
together the people of this vast sub-oontinent having 
different creeds, caste and traditions into one centralized 
system of administration Tho sense of nationality has 
been born instead of the disruptive tendencies that pre- 
\avled among the different sections of society in the pre- 
ratlway period Any disorder or insurrection withm tlie 
country or on its frontiers can be easily suppressed by the 
rapid mobilization of troops to the affected part*! Thus 
railways have been instrnmontal in establishing peace and 
security lu the countiy which was, before their uitroduc- 
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'tion, torn by incessant wars and overrun by plundering 
raids. 

(2) Social. The old village isolation and self-sufficiency 
is breaking down ; and in spite of the fact that caste rules 
are still maintained, the ‘compulsory rubbing’ of shoulders 
in front of the booking offices and within a oaiTiage must 
bring home the idea of the hollowness of the institution. 
The social outlook is broadened and people have grown 
more tolerant and sympathetic towards one another. 

Pilgrimages to various Hindu shrines which were 
formerly expensive, tedious, difficult and even dangerous 
have now become too cheap, safe and comfortable. 

(3) Economic The economic advantages accruing 
from railways are very important from the point of view 
of industrial and commercial development of the country 
and some of them have been summarized below : — 

(a) Cheap, easy and rapid means of transportation have 
encouraged travelling and considerably helped the ^ move - 
ment of popul ation fro m c ongested areas to places which 
are sparsely pbp^Iated and where'"'lal5bur~alone is needed 
'fo'rfiak'e the soil yield good harvests, 

(&) The improved means of communication have led to 
the equalization of prices throughout the country as well 
as their conformity with the world prices. 

(c) The cheap and rapid transport has greatly helped 
Jtp, mitigate the horrors and severity to famines by trans- 
porting food grains from the areas of abundance to the 

_famine-stricken areas. Moreover, people can move to 
other places in search of employment in lean years. 

(d) With the advent of railways, the character of agri- 
culture is also changed. Agriculturists are drifting from 
the subsistence type of farming to the commercial type of 
farming, as the latter system of cultivation is more 
remunerative. Formerly, every village generally used to 
grow all sorts of crops required by its people, but now 
villages and tracts tend to specialize in those crops for 
which they are best suited, and to get other necessary 
products for their consumption by exchange. 

(«) Ifailways have stimulated the growth of manufac- 
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liiriHg 1.5 fftpilitatiiijr tlio transport of ooal Riid 

raw materiiils aiul by funsheil goods 

if) 'ihoy are an essential adjunct to internal and 
exteiiial trade Even the most remote village enjoys' the*'. 
RUiclea pioduQod lu the most distant oounlnes 

(i») 'Iho railway imlnslry is in itself a tery big iq. 
dustry and the total nnrobot of people employed by' the 

railways in India amonnls to a intUion '' “■ 

(A) Government reieimes benefit both directly aud'^ 
indirectly, directly because ratlivsy profits are an im. 
portant source of Government rovenne, and indirectly 
becauso as a result of iho devclopmeot in the means of 
eommuniORtiou trade develops, jodnstnes get slimiilated, 
land vaUies tend to increase— all leading to an increase m 
the total wealth of the country and coiisequenlly ni the 
taxable capacity of the people 
Disadvantages 

Hatlwaya arc, however, not an uamtzed blessing to the 
country 

(nl Railways liavo hilled many jndigenoiis industries 
by affording better facilities to tlie import of foreign 
goods, and increased the raralization of the conntry 
The railway rates were so maoipulatcd as to enoourgge 
traffio to and from the portc, thereby, encouraging the 
export of raw materials end the import of foreign mana- 
factures 

(6) If railways have helped the growth of towns, they 
have also led to the congestion of industries lu the port 
towns and are responsible for much of the wsaDitary 
conditions and high rates of mortality 

(c) With equal rapidity they transport the contagions 
diseases which play a great havoc ui the country 

fd) Railway coDstmctiou has interfered with the 
natural drainage with this consequence tl at water-logged 
areas are found ou both sides of the lines, which are the 
breeding-places of mosquitoes It must also be said that 
owing to the laoL of bridges or culverts the free flow of 
water in times 0/ flood is greatly obstructed to the great 
detriment of tho snrronudvig areas 
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(e) It is also said that they have made people more 
luxurious and ease-loving, and they do not now think it 
worth while to walk on foot even for short distances. 'L’he 
cheap importation of foreign luxurious articles in the 
market has made them more fashionable. 

But it is worth, remembering in this connection that 
some of the defects mentioned above are not inherent in 
the railway system and are preventable. No doubt, the 
railways hastened the extinction of the national industries 
of India to the utter ruination of the Indian craftsmen by 
bringing the competition of cheap machine-made goods 
to their very door, but the defect lies not so much in the 
railways as in the railway policy manipulated by the 
administrators. Again, to speak that the railways have 
rendered the climate of the country more malarious is not 
justified because in many instances the natural drainage 
of the land has been violated through sheer lack of engi- 
neei'ing knowledge. 

Waterways 

Water transport is many times cheaper and possesses 
many advantages over road and rail transport. Firstly, 
the huge cost of laying out rails over land, the construc- 
tion of stations and other necessary equipment and, there- 
fore, the maintenance of a huge array of railway staff 
is conspicuous by its absence in the case of water 
transport. No doubt, a small capital outlay is involved 
in providing terminal facilities such as docks, wharves 
and warehouses, but it is proportionally much less than 
the cost of similar provisions incurred in rail transport. 
Secondly, water ti-ansport is more suitable in the carriage 
of large and bulky goods. In spite of all these advantages, 
however, water transport has lost its grounds in regard to 
inland trade. 

It is amply proved by the historical records that India 
played a considerable part in the sea-borne trade in ancient 
times and carried foreign trade in sailing-vessels with 
many countries of the East and West. A brisk coastal 
trade was also maintained between the sea-port towns. 
Inland waterways were -also used as highways for 
merchandise qnd passenger traffic, Until the advent of 
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the I3n(ish amMooR aflorwarJ«, luilia had a flunushme 
ship bmldiiiR uuhistri ^ 

Hat the advent of steamships and the opening of roads 
and railways m India sounded, so to speak the death, 
kneil of the Indian Shipping Industry and threw out of 
use almost all the inland waterways of the couulrj In 
Northern India, wo have many navigable rivers It is 
estimated that there are about 26,000 miles of navigable 
wftteiwajs in the great river systems of Northern India 
The Indns, llie Ganges, the Brahmaputra and the frra 
waddy and their tnbntaries are the chief means of inland 
water transport Steamers can navigate in these rivers 
for the greater part of the year for hundreds of nnJes 
above their mouths But the development of railways 
and their keen competition has greatly reduced the 
volume of traffio, both passenger and merchaudise, 
through waterways Inland steam navigation is now 
Qou&ued mainly to the Brahmaputra, the lower reaches 
of tho Ganges, aud the Irrawaddy includmg some of their 
territories lu tho Pentnaula, the rivers are, liowever, 
not fit for navigation purposes owing to their rooky beds 
and torrential How during the rainy season With regard 
to the foreign sea borne trade, u is entirely m (he hands 
of the foreign shipping companies 'Ihe coasting trade 
between seaport towns is carried on mainly by a few 
large British navigation companies It has been estimated 
that the share of Indians in the coastal trade amounts to 
Id per cent the rest being appropriated by the foreign 
companies 'Ihe important seaports of India are Karachi, 
Bombay, Goa, Madras, Vizagapatam, Calouita, Chittagong 
and Hangoon 

IRRIGATION 

A Paramount Necessity 

In order to avert the unforeseen consequences of 
drought, the question of providing suitable irrigation 
facilities to the agrionUnrists assumes an attitude o 
utmost importance In the first instance, the Indian 
rainfall is very unevenly distributed over the country, 
e g , the normal rainfall is 460 inches at Cherrapunjt 
jp Assam aud less than three inches in Upper omtf, 
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where cultivation without irrigation is impossible. 
Secondly, where the rainfall is not so very scanty, it is 
uncertain and ill-distributed as in the uj^lands of the 
Deccan which are exposed to chronic drought. Thirdly, 
some valuable crops such as cotton, and sugarcane cannot 
be successfully grown without a constant supply of 
artificial water. Fourthly, owing to the seasonal cha- 
racter of the rainfall, double-cropping requires artificial 
irrigation in the absence of winter rains. Lastly, in view 
of the overwhelming preponderance of the agricultural 
population, the freakish nature of our Monsoons and the 
dry and porous nature of the Indian soil, it is a question 
of vital importance to see that regular supplj? ot water 
is maintained in order to save agricultural industries 
depending upon it from ruin. Irrigation has been 
practised in India from time immemorial, specially in the 
forms of wells and tanks to make agriculture independent 
of deficient rainfall, and the British contribution to the 
irrigation system consists in the large irrigation works 
constructed for the purpose of utilizing the surplus water 
of the big rivers. 

Classification of Irrigation Works ^ 

Irrigation works of all kinds may conveniently be 
divided into three great types, viz., lift, storage and river 
works and are represented respectively by wells, tanks or 
reservoirs and canals. 

(1) WeJhirrigalion or Lift Works. Wells occupy a very 
important place in our irrigation system and irrigate 
about 26 per cent, of the total irrigated area in India. 
Wells are a private enterprise but the Government has 
systematically encouraged well-irrigation by advancing 
Taocavi loans. Different varieties of wells are to be seen 
in India. They may be just holes in the ground, sunk to 
sub-soil level, used for a year or two and then allowed to 
fall into decay, or they may be lined with timber or with 
brick or stone. Well-irrigation is mostly found in the 
Punjab and the United Provinces because the geographical 
conditions are very favourable in this region for sinking 
wells. The method of lifting water varies in different 
parts of the couptry. The following are the more popular 
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means of raising water from a lower Ie\el to that winch 
will coramaiul the area to be irrigated 

(fl) The DheJili syalem is a crude contrivance for 
raising water, tt consists of a long pole working on a post 
and weighted commonly with compact mass of mud at 
one end, and a bucket attached a long rope to the 
other one The water is raised iii small quantities aud 
the process is very weary and monotonous Vegetable 
groweis especially m suburban areas adopt tins method 
with great cowvenienoe and economy 

(A) The Boh system, m whicli two men stand ou 
opposite sides of tlie water pit holding the strings attached 
to a flattened out leather basket, and throw water from a 
low level to a high one 

(c) Ihe Chatsa system— Charsa, whioU goes by different 
names, is n big leather bag xrhioh oaii contain aboat 30 
to 40 gallons of water— m which cattle energy is utilized 
to draw water and one man stands at the mouth of the 
well to omptj the leather bag and the other of course 
guides the bullocks This system prevails mostly in the 
United Provincos and the Punjab , well constructed and 
goodlj •sunken wells are the chief requirements of this 
sjstem 

(d) Tlie Pei son Wheel is used most profitably aud eco* 
nomically in those parts where the level of the sub soil 
waterislairlyhighaml the underground water is abundant. 
It requires less of labour and more capital than the 
former system 

(e) The utility of wells has been considerably increased 
by the sub-artesian bores and the lastallation of email 
electric power pumps A new vista is likely to open ra 
our irrigation system with the introduction and cheap 
distribution of hydro-electnc power m rural areas Re 
cently the U P government has undertaken the work of 
installing small power pumps in moat of the districts of 
this province 

(2) Panics and Storage IFatls Next to the wells the m* 
dtgenous instrument of irrigation is the tank Village tanks 
or large artificial lake*, called storage works, are formed 
by the construction of dams aoross drainage lines, for 
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storing the supply of rain-water for subsequent uses. 
These tanks vary in size from a great work like Lake Fife 
and Whiling in the Bombay Presidency or the Periyar 
Lake in Travancore State holding up colossal quantities of 
water and spreading their waters through great chains of 
canals to the little village tank irrigating scarcely ten acres. 
Tank-irrigation is mainly found in the Deccan. Madras 
alone possessing about 40000 tanks irrigating about three 
million acres of land. Tanks are not found in Sind, the 
Punjab and the United Provinces. The Native States of 
Rajputana, Central India, H'yderabad and Mysore have 
undertaken the construction of huge lakes for irrigation 
purposes. The famous State of Udaipur has the most 
magnificent Lake (Jaisamand), one of the biggest artificial 
lakes in the world, which has an area of 45 square miles. 
In Mysore, the “Krishna-Rajasagar Reservoir’’ called after 
the name of the present Maharaja has been constructed. 
In Hyderabad, the Osman-Sagar, one of the biggest storage 
works, has been recently constructed. The total area 
irrigated by storage works is about 8 million acres, but in 
many cases the supply is extremely precarious. The chief 
defect of minor storage works is that thej' generally run 
dry when they are most wanted — that is, during a 
drought. 

(3) Canals. Canals are by far the most important 
methods of scientific irrigation and are mainly the product 
of the British rule although our Hindu and Muslim 
sovereigns are also known to have undertaken the cons- 
truction of some canals. Owing to the constant recur- 
rence of famines in one part or the other due to droughts 
and the consequent misery of starvation of the agricul- 
turists, the Government launched a very enthusiastic 
policy of canalizing the tracts exposed to precarious rain- 
falls. 

Canals may be divided into two classes, viz.. Inunda- 
tion and Perennial. The inundation canals are constructed 
by cutting shallow channels in the river banks ; irrigation 
of the fields by this system can only take place when the 
river is in its flood, as with the rise in the water level of 
the river, the water will flow into these channels. These 
panals are to be found mostly in Sind and in some tracts 
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of the Punjab but tliey affor<l a precarious supply of 
water Perennial canals are, however, constructed to ob* 
tain an assured supply of water by building a strong dam 
or anicut across an even flowing river, and diverting us 
water by means of a canal to the area to be irrigated 
Within this class fall the great perennial systems of the 
Punjab and the United Provinces 

From the financial point of view the irrigation works 
(constructod by tbe State) ma> be classified into two 
classes, VI7 , Productive and Protective (or unproductive) 
works Productive works arc those, the capital cost of 
wbioli has been wholly or mainly provided out of lean 
funds or bj appropriation from the Famine Insurance 
Grant and which are expected to yield within ten years 
of their completion sufficient revenue to pay their work- 
ing expenses and the interest on the capital expended on 
their oonstructiou Most of the largest irrigation systems 
)i) Iijilm belong to the productive class J3iit from 1900 
onwards, as a result of the recommendation of the Famine 
Commission of 1901, the Government began to conatroot 
protective works, not directly remunerative, but which 
would ensure protection against famine for (he areas 
■where rainfall is precarious Protective works are those 
which are designed as a protection against famine and the 
cost of which IS provided out of the current revenues of 
the Government or from the annual grants set aside for 
famine relief and iiiMirance Even these protective works 
may after some time become productive, if large areas of 
land come under cultivation 

There has, during the last 60 years, been a steady 
growth in the area irrigated by the Government irrigation 
works From 10*/* million acres m 1878 79 it has risen 
to, excluding Indian States, dl^/»million acres It is 
expected that with the proper working of all the irrigation 
projects which are now under construction, the total 
irrigated area ni Hntrsh India wiJf amount io 40 million 
acres 

Since the introduction of the Montagu Chelmsford 
Beforms in 1919, irrigation has come under the control 
of the Provincial Governments and from 1921 onwards a 
remarkable activity has been displayed m the constructioB 
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of irrigation works, some of which have been completed 
while others are yet under construction. Some of the 
more important recent projects which are calculated to 
confer real benefits upon the agricultural industry of India 
may be mentioned here. 

The Siikkur Barrage and Canals Scheme. A stu- 
pendous barrage, measuring about a mile in length with 
66 spans provided with steel gates, has been constructed 
across the Indus a little below Sukkur. It is one of the 
marvellous feats of engineering skill and is considered to 
be the greatest work of its kind in the world. Out of 
this huge reservoir seven main canals (three on the right 
and four on the left-hand side of the barrage) have been 
taken out to distribute the water of the river over an area 
of 8 million acres, a tract which was partly a desert, but 
in course of time will be one of the richest granaries of 
the world. The whole scheme costs about Ks. 20 crores 
and the total length of the main canals, branches, distri- 
butaries and minor canals amounts to over 6,400 miles. 
All the canals of the Sukkur Barrage System will irrigate 
nearly oVs million acres of land every year and of this 
about 2 V 2 million acres has come under cultivation for 
the first time. The scheme has brought about a vast 
change in the agricultural industry of the province, which 
hitherto was dependent upon the precarioirs rainfall. 

(6) The Sutlej Valley Works. This is another great 
irrigation project which reached completion by the end 
of 1932-33. Before the canalisation of the Sutlej on each 
bank of the river both in the Punjab and in the Indian 
States of Bhawalpur and Bikaner in the south, there 
existed a long series of inundation canals which could get 
the ■ water from it in flood times. There was no proper 
method of controlling the water suppl}’’, with the con- 
sequence that in times of deficient rainfall, many tracts 
felt the pinch from want of water and their crops 
withered away before the time of maturity to the great 
detriment of the peasantry. To avoid this uncertainty of 
water supply the Sutlej Valley Project was undertaken. 

The Project consists of four weirs, three on the Sutlej 
and one on the Punjab, as the Ohenab is called below its 
junction with the Sutlej. The total area to be irrigated 
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Irrigational Works Conditioned by Natural Factors 

We have seen that m India for the successful cuUtva 
tion of crops, means of irrigation are indispensable Now, 
we have to see how far the natural causes m India deter* 
mine the system of irrigation Certainly, the geograpln- 
cal factors play a very dominant part in determining the 
suitability of the irrigation system for a particular tract 
We have already referred lliat canals are mainly found 
III the Punjab and in the north western districts of the 
United Provinces, wells in the remaining part of the 
northern plains and in Central India, and tanks in the 
Plateau of the Deccan 

The Iiido Gangetio Plains are specially favourable for 
canal irrigation Owing to the flat surfaoe and soft 
alluvial bed of the Indo Gangetic Basin, the numerous 
snow fed rivers which oommand a perennial supply of 
water, and heavy density of population m rural area«, 
canal construction has been found most convenient and 
distribution of water most economical In densely popu 
lated tracts there is a less likelihood of rniming water to 
waste because of the even distribution of water 

Well by&tem is suited to those areas where the level 
of the sub'soil water is fairly high, the sub soil water 
abundaut and the soil is not rooky In places, where the 
sub soil water level is deep, it is not an economic proposi* 
tion to irrigate agricultural crop'', viz , in the saud^ deserts 
of Rajputana where the depth is sometimes as great as 
350 feet, it is too costly to lift water Rocky beds also 
prevent digging of wells In the Deccan lableland, the 
rocky nature ot the soil and the existence of the sub soil 
water at great depths prevent an ordinary cultivator to 
sink a well for irrigation purposes Many tliousands of 
acres he in a state of wilderness because of the want of 
proper sjstem of irrigation. In the United Provinces, the 
Eastern Punjab, Bihar and Onssa and Western Bengal, 
well irrigation is more economical and efficient because of 
t'ne soil 'bed and moderate rainfaTI 

There are many reasons why tank-irngation is so 
prominent in the Deccan The first explanation lies in 
the peculiar configuration of the soil 'Ihe undulating 
character of the region, together with a rooky bed makes 
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A tea irrigated by canals and the value of crops raised 


Provinces 

Net area 
cropped 

Area irrigated by 
Canals* 

Cost of construc- 
tion of Govern- 
ment Canal 

Estimated value of 
crops raised with 
the help of Go- 
vernment Canal 


In lakhs of 

In lakhs of 

In lakhs of 

In lakhs 


acres 

acres 

rupees 

of rupees 

Madras 

389 

74 

2001 

3113 

Bombay 

258 

3 

1063 

180 

Sind 

49 

47 

2913 

697 

Bengal 

285 

•4 

529 

22 

U. P 

353 

3-7 

2590 

1212 

Punjab ... 

344 

113 

3430 

3068 

Burma 

182 

21 

671 

482 

Bihar and Orissa 

291 

8 

628 

331 

Central Provinces 

210 

3-5 

683 

88 

Rajputana 

4 

•29 

36 

6 

Baluchistan 

4 

•2 

36 

4- 

N.W.P 

26 

3 

297 

113 


2395 

310-39 

14877 

9.316 


* Excluding Indian State Canals 


' (e) In the Bombay Presidency the Bhandadara Dam, 
270 feet in height, and the Bhatgar (blyod) Dam have 
been respectively completed in 1925 and 1926, "which are 
designed to supply "water to the canals irrigating the 
valleys below these lakes. As a result of these schemes 
"Waste lands have bee'n converted into areas producing 
luxuriant crops. 

' {/■) In Bengal, the Damodar Canal had begun in 1926- 
27 and will, when completed, irrigate 200,000 acres of rice 
laud, in the Burdwan and Hoogly districts. The Bar- 
keswar Canal in Birbhum is also under coustiuiction and 
will, when completed, be able to irrigate 10,000 acres of 
laud in a tract subject to occasional droughts. 





262 


A FIRST AK>R0ACH tO ECONOMIC^ 


IS 6 1, Ob, 000 acres or nearly 8,000 square miles, of this 

20.75.000 acres are perennial, 30,83,000 acres non-perennial 
irrigation , 19,42,000 acres are m British territory, 28, 

26.000 acres in Bhawalpur and 341,000 acres in Bikaner 
The total cost amounts to about Hs 33 31 crores, a por 
tion of which has also been contributed by the States of 
Bhawalpur and Bikaner The importance of this project 
m the economic position of those territories cannot be 
over emphasized because a large tract of desert waste has 
become aiailabie for colonization and sale, and been 
brought under cultivation for the first time 

'Ihc entire Punjab plain possesses a magnificent sjslem 
of canals and water cbaniiels 'Ihe Western Jumua 
Canal irrigates the southeast of the plain, the birhind 
Canal also waters the south-eastern plain 'llie Upper 
Ban Doab Canal, the Lower Cheriab Canal, the Lower 
Thelum Canal, and the famous Triple Project or the Upper 
Cheiiab Ijower Ban Doab Canal Sjstem are other note* 
worth} works which have lielped iii increasing the pro 
duoUvity and prosperity of the Punjab. 

(c) The Sarda Ondh Canals To irrigate tlie north 
western districts of Oudb and some tracts of Bohiikbacd, 
the Saida was canalized and the scheme was put into 
regular service in 1929 The project, as a whole, oonlaics 
650 miles of mam lines end dbOO miles of branches and 
distributaries which irrigates about 1 7 million acres 
V Uli The Cativery Iteservoii Project On the Cauvery at 
Metiur, a large dam is being constructed, which will iin 
pound over 90,000 cubic feet of water On the comple 
tion, the project through a canal of 8S miles long will 
irrigate a new area of 301,000 acres and will improve the 
water supply for an area of a million acres The scheme 
will cost Es 6V» crores 
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A tea irrigated by canals and the valne of crops raised 


Provinces 

Net area 
cropped 

Area irrigated by 
Canals* 

Cost of construc- 
tion of Govern- 
ment Canal 

Estimated value of 
crops raised with 
the help of Go- 
vernment Canal 


In lakhs of 

In lakhs of 

In lakhs of 

In lakhs 


acres 

acres 

rupees 

of rupees 

Mad ras 

389 

74 

2001 

3113 

Bombay 

258 

3 

1063 

180 

Sind 

49 

47 

2913 

697 

Bengal 

285 

•4 

529 

22 

U. P. 

353 

3-7 

2590 

1212 

Punjab ... 

344 

113 

3430 

3068 

Burma ... 

182 

21 

671 

482 

Bihar and Orissa 

291 

8 

628 

331 

Central Provinces 

210 

3'5 

683 

88 

Rajputana 

4 

•29 

36 

6 

Baluchistan 

4 

•2 

36 

4 

N.W.P 

26 

3 

297 

113 


2395 

310-39 

14877 

9.316 


Excluding Indian State Canals 


" (e) In the Bombay Presidency the Bhandadara Dam, 
270 feet in height, and the Bhatgar (Llyod) Dam have 
been respectively completed in 1925 and 1926, "which are 
designed to supply water to the canals irrigating the 
valleys below these lakes. As a result of these schemes 
waste lauds have been converted into areas producing 
luxuriant crops. 

(f) In Bengal, the Damodar Canal had begun in 1926- 
27 and will, when completed, irrigate 200,000 acres of rice 
laud, in the Burdwan and Hoogly districts. The Bar- 
keswar Canal in Birbhum is also under construction and 
will, when completed, be able to irrigate 10,000 acres of 
laud in a tract subject to occasional droughts. 








264 


A FIRST APPROACH TO ECONOMICS 


frrigational Worki Conditioned by Natural Factors 

We have seen that m India for the successful cuUiva 
tion of crops, means of irrif^atiou are iiidiapensablo Now, 
we have to see how far llie natural causes m India deter* 
mine the system of irrigation Certainly, the geograpln 
cal factors play a very dominant part m determining the 
suitability of the irrigation system for a particular tract 
We have already leferred that canals are mainly found 
111 the Punjab and in tbo north western districts of the 
United Provinces wells in the remaining part of the 
northern plains and in Central India, and tanks in the 
Plateau ot the Deccan 

The Indo Gangetio Plains are specially favourable for 
canal irrigation Owing to the flat surface and soft 
alluvial bed of the Indo Gangetic Basin, the numerous 
snow fed rivers which command a poreimial supply of 
water, and heavy density of popnlation in rural area®, 
canal oonatruction has been found most convenient and 
distribution of water most economical In densely pupu 
lated tracts there is a leas likelihood of rniiDiDg water to 
waste because of the even distribution ot water 

Well system is suited to those areas where the level 
of the sub-soil water is fairly high, tlie sub soil water 
abundant and the soil is cot rooky In places, where the 
sub soil water level is deep, it is not an economic proposi 
tion to irrigate agricultural crops, viz , in the sandy deserf'i 
of Bajputana where the depth is sometimes as great as 
850 feet, it is too costly to lift water Rocky beds also 
prevent digging of wells In the Deccan Tableland, the 
rocky nature of the soil and the existence of the sub <ioil 
water at great depths prevent an ordinary cultivator to 
sink a well for irrigation purposes Wany thousands of 
acres he in a state of wilderness because of the want of 
proper system of irrigation. In the United Provinces, the 
Eastern Punjab, Bihar and Orissa and Western Bengal, 
well irrigation is more et^onomtcal and efficient because of 
the soft bed and moderate rainlall 

There are many reasons why tank irrigation is so 
prominent in the Decenn The first explanation lies in 
the peculiar configuration of the soil The tindulamg 
character of the region, togethfer with a rocL} bed makes 
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the canal construction prohibitive. Moreover, the rivers 
are not snow-fed and they are solely dependent upon the 
rain-water ; there are many streams which become tor- 
rential during the rainy season but dry up when rains 
cease. On the contrary’', the existence of deep valleys 
between two hills makes it convenient and economical to 
put a weir across them and impound rain-water in 
reservoirs for distributing a regular supply of water 
through channels to the arable fields. Lastly, the scat- 
tered population of the tract also fovours the system of 
tank-irrigation. Generally speaking, a village possesses 
a small village tank which irrigates the fields of the 
cutivators. If a canal travels for long distances without 
being utilised in the midway, the wastage through 
percolation of water will be immense. vSo this is the only 
possible and efficacious method by which the abundant 
rainwater can be conserved that would otherwise flow 


out uselessly into the ever-yawning oceans. Tank irriga- 
^'011 has reached its highest perfection in Madras. 

Advantages of Irrigation 

In spite of the huge capital expenditure incurred in 
the construction of irrigational projects, the advantages 
derived from them are overwhelmingly great. 


(1) The obvious merit of irrigation lies in the fact 
that it affords an effec tive protectio n against famines and 
scarcit}', even in those regions where rainfall is generaJly^ 
plentiful and certain. 


(2) Owing to the certainty and regularity of canal 
water, canals have facilitated the_exle.usion_of_culti\’^ation- 
in tracts subject to scanty or precarious rainfall and have 
increased" the" productiveness of the irrigated crops. J^fany 
'thousand acres of treeless wastes specially in' the Punjab, 
in the districts of Ly allpur, Shahpur and Montgomery 
and Rajputana have been converted into smiling lands 
abounding in rich harvests. 


(3) The cultivation of two and sometimes even three 
crops in a year is made possible due to an assured supply 
of water. Even in the sweltering heat of the summer 
season, when land is parched and hard baked and every 
blade of grass is scorched, cultivation of sugarcane,^ 
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cotton, etc , can be earned on euccesstully without being 
dependent upon the rain-water 

(4) As a result of the eetablishmeut of a large number 
of canal colonies, the pressure of population m congested 
areas has been greatly relieved 

(6) With the more equitable distribution of agricultural 
population, consequent upon the availability of irrigation 
facilities, there has been a marked increase in the 
agricultural wealth of the country 

(6) Another great advantage which follows m the 
wake of canal irrigation is that it brings the sub soil 
water level up, where construction and operation of 
wells tor irrigation purposes becomes easy aud economical 

(7) Railway profits, specially m the Punjab, have 
greatly increased, because of the increased productivity 
aud commercial nature of the farming 

(5) There has been an increase in the revenues of the 
Government not only directly, from the sale of waste 
lands, land revenue and water-rates, but also indirectly 
from the growing prosperity of trade and commerce. 

(9) The iDtroduotion of scientific methods of cultivation 
IS made possible— leading to an increased productivity of 
the land In short, irrigation has brought in its wake 
greater wealth and happiness where poverty and chronic 
misery prevailed at one time 

Defects of Canal Irrigation 

Cana! irrigation is not free from its defect*, it has 
produced many serious evils, the solution of which requires 
an intelligent study 

(1) The enormous waste of water in canal irrigated 
tracts often leads to water-logging which results in the 
death of plants due to the want of air or destruction of 
nitrates Having too much water in the soil means (hs 
exclusion of air which is necessary for plant growth and 
for the activities of the soil organisms Wet lands owing 
to excessive presence of moisture generally tend to become 
weedy lands, whioh yield commonly inferior typo of crops 
both qualitatively and quantitatively Soils liave thus 
deteriorated m the Punjab where thousamls of acres 
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have been thrown out of cultivation by the rise of 
sub-soil water, 

(2) Excess of water, when applied to the fields without 
due regard to the needs of the crop, has more oftener 
than not resulted in the accumulation of many injurious 
salts as an efflorescence { reh ) on the surface making 
the soil hopelessly sterile beyond any hope of recu- 
peration. 

(3) Lack of proper drainage together with the excessive 
moisture produced by water-logging has made the climate 
malarious, which is so frightfully injurious to the health 
of the people. 

(4) Too much dependence of the ignorant cultivators 
on the subordinate canal staff for the supply of water 
is also considered by some as a great weakness of the 
system. 

A Greater Need 

Although a considerable progress in providing irriga- 
tion facilities to the dry tracts of India has been achieved, 
much remains to be accomplished. The fear of 
drought in the country, where the prosperity of trade, 
commerce and industry is intimately bound up with the 
agricultural prosperity, is to be avoided and anj' efforts 
to place agriculture on a more stable basis bj' providing a 
regular supply of water, would go a long way to the 
solution of the problem of poverty in India. It is esti- 
mated that irrigation facilities including all sources of 
artificial irrigation, whether undertaken by the Govern- 
ment or by private enterprise, are available only to 
sixteen per cent, of the total area cultivated. Thus, there 
is absolutely no provision of irrigation facilities for the 
remaining 84 per cent, of arable lands. The risky nature 
of the agricultural industry in India has reached to such 
a serious state that it has made the agricultural popula- 
tion quite inert and fatalistic — a feeling deterrent to sound 
economic progress. When the arid tracts of the Punjab 
can be converted into smiling fields through a network 
of canals, there is no reason why further improvements 
of water facilities to the remaining tracts exposed to the 
rigours of occasional droughts will not bring the same 
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salutary effects upon the agrioultural industry To speak 
that the freakish nature of the Mousoong is responsible 
for the poverty of the Indian cultivators seems wholly 
fallacious. Hathor it la the failure on the part of the 
people and the Government to guard themselves against 
this natural dehciency that is responsible for the adverse 
state of aiTairs 

The attention of the Govemuiont and the well wishers 
of the peasantry is now directed towards the improvement 
of village conditions But it should he taken note of 
that all other schemes regarding the improvement of 
villages should not come unless the essential condition of 
providing water facilities is fulfilled Statistics of crops 
taken in diffeiont provinces have shown that the average 
output of a crop with irrigation facilities is generally 60 
per oent higher than that of unirngated areas Ihus, 
the annual >iel<] of crops can be nioreased to DO per cent , 
if nil the precarious tracts are provided with adequate 
artificial water facilities At places, where canal water 
cannot reach or is not economically possible, the Govern* 
ment should come to the assistance of the agriculturists 
m the oonstruction of wells by the provision of technical 
advice grant of Tacoavt loans, etc. Coustruolion of tube 
wells worked by cheap electrical energy can be very 
successfully uudertaLen by the Mate Some rudimentary 
form of CO operation still exists in the villages for the 
construction and working of wells, and it would really 
be a great thing, if agnonltunsts were to organize them* 
selves on co operative principles in sinking and working 
tube-wells which are sure to serve as an effective remedy 
against an) failure of rains 
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OEGANIZATION 

The Organizer : His Importance and Necessity 

We have already an opportunity in the foregoing 
pages of stating organization as the fourth agent of pro- 
duction : let us novf speak something of its importance 
and necessity in the modern industrial organization. The 
function of an organizer is to bring about a proper co- 
ordination of the various services of land owners, labourers 
and capitalists to get the best results with the minimum 
of expense and trouble and to remunerate them most 
satisfactorily. In other words, organization helps to 
combine the services of land, labour and capital in the 
production of wealth. 

Even in the simplest form of production some degree 
of management, and organizing ability are needed for 
success. For instance, an agriculturist who is his own 
landlord, labourer and capitalist must decide as to what 
crops should be grown on particular fields, and how many 
ploughings and waterings should be supplied to a parti- 
cular crop. He must also select the kind and amount of 
seed to be sown and the type of manure to be applied in 
raising specially rich crops. He also exercises his organiz- 
ing ability in reclaiming poor lands or in improving their 
productivity, so as to yield more good results both in 
quality and quantity. Thus, even in elementary condi- 
tions, some degree of organization or superintendence is 
necessary but the necessity of oi'ganization becomes much 
more insistent when the various factors, land, labour and 
capital are owned by difierent persons, or are situated in 
different places. “An agency is required which will bring 
them together and co-ordinate their functions, supply the 
various factors in the right proportion and at the right 
time, and see that each factor is remunerated for its con- 
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tnbution to protUiction ” Sacoess or otherwise of a 
business in the modern highly organized iiidastrial system 
depends upon the degree ot organization and the entre* 
preneur is the pivot around whom hinges tlie movement 
of the othei factors of produotion Tlie strength of the 
different factors lies in their effective co-operalion under 
one organization The issue of large scale modern in 
dustr}, in tlie absenoe of any orgatiization, can better be 
imagined than described everything will go criss*cross, 
characterized by many awkward abnormalities and numer* 
oils fatal accidents, the output will be hopelessly dimi'> 
lushed and in the abseuoe of any initiative to improve* 
ments an utter stagnation will be brought abnut, and in 
no time the whole structure will come down ciumbliug to r 
the ground, entailing incalculable hardships and immense 
losses to the labourers and capitalists alike 

The admirable note from P A 'Walker’s Pohttcal 
Economy regarding the ludispensable position of the 
entrepreneur lu a modern industry will repay our study 
well He writes that ma$leishtp or the enterpreneur 
system is essential to a targe aud varied production Qha 
industrial enterprises of the civilized states could not have 
been biouglit to their present height without mastership, 
and could not be maintaiiied ut that height without it 
In Its first stage, the division of labour does not necessarily 
implj the introduction of the master class When the 
forms of produotion aro few, when materials are simple, 
when only hand tools are used, when each artisan work- 
ing at his bench make^ the whole of the article to be 
marketed, when styles are standard, and the consumers 
of the product are found in the immediate neighbourhood, 
the need of the master is not felt But when the hand- 
loom gives way to the powerloom, when, the giant factory 
absorbs a thousand petty shops, when many persons of 
all degrees of skill and strength contribute to a result 
winch perhaps not one of them comprehends perfectly, 
aiVi-feVi ’S£*?ct;ki'itit:iy -a a-nntrim'ei vuL 

iron with the force of lightning, when costly materials 
require to be brought from the four quarters of the world 
through every land, when the fashion enters demanding 
incessant changes in form pr suljstRPce to meet the 
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caprioes of the market, the master becomes a necessity 
of the situation. 

Efficiency of Organization 

It has been already pointed out that organization is 
the soul of modern industrial enterprise. Efficiency of 
organization denotes capacity or ability to organize a busi- 
ness with greater economy of factors of production for 
obtaining the maximum results. Efficiency of Organiza- 
tion depends partly on the other factors of production 
which he emplo3'S in business, and partly on the qualities 
possessed by the organizer. The organizers of business 
have been called “captains of industry” who like the 
officers of army keep an ever observant eye on the internal 
and external conditions of the industry. 

An organizer in order to be successful in his business 
must have business acumen, judgment and a personality 
to inspire confidence and goodwill among his subordinates, 
colleagues and public men. He must understand thorough- 
ly the nature of the demand and regulate his supply 
acoordingl}' and should be able to anticipate the future 
possibilities and market conditions. 

In order to bring into full play the resources of diffe- 
rent factors of production he must have also administra- 
tive ability, particularly in the direction of labour control. 
He has to see and exercise strict vigilance that each 
labourer is given the type of work he is best fitted for, 
that he neither shirks his work nor overdoes his part and 
that labour force in general is not put to any vexatious or 
harsh treatment at the hands of subordinates. 

It is also necessary for an organizer to have full know- 
ledge of the technical details of the business, of the 
machinery and appliances employed in the business, other- 
wise he is liable to err on many important details. 

Lastly, the organizer must be courageous and daring 
in order to meet successfully and boldly any unforeseen 
contingency. It often happens that in spite of all the 
best calculations, the business meets with a partial or total 
reverse. It is on such occasions that the ability of an 
organiser is put to a real test and the less intelligent, 
shrewd and conscientioiis are eliminated during such trials, 
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DIVISION OF LA-BOUN 

In the modern system of industrial organization Divi- 
sion of Lahoui means the aepaiation of the different tasks 
in the production of any commodity in such a manner 
that each worker instead of doing the various kinds of 
labour for tlie satisfaction of his own wants devotes him- 
self exclusively to one particular task and usually to that 
kind of job for whioh he is most fitted In the primitive 
societies, we find little oi no division of labour , each man 
without the aid of others provides himself with all the 
necessities of life lu the vanons stages of productive 
effort — from the primitive stage of direct appropriation 
when man lived by hunting, fashing and procuring fruits, 
etc , provided freely by nature, to the pastoral, agricul- 
tural, handicraft and industrial stages, we find “division 
of labour” assuming more and more specialised forms 
until m the modern times of mammoth factories the work 
is split into several fractional tasks, each undertaken by 
a worker or a group of workers 

Division of Labour may be simple or complex Under 
simple division of labour, a man carries through the entire 
process of production himself, e g , a shoe maker does not 
only make the shoe but he also tans the leather and carries 
all other allied processes independently of anyone else 
Under complex division of labour, the entire process of 
making a complete thing is split into minute seotious, 
each of the productive process being given to each labour- 
er, or to each group of labourers, o g , to continue the 
above illustration, instead of one cobbler working inter- 
mittently at all the various stages m the making of a shoe, 
in a modern shoe factory, the entire process is divided 
into various processes, each of them being assigned to a 
different worker To the latter is given by the economists 
the technical name “division of labour ’ But while the 
workmen to attain specialization divide the processes 
among themselves, they combine their eff’orts in produc- 
ing the finished article, and hence division of labour has 
often been described as wmhmalion or co-operalicn of 
labour 



ORGANIZATION 


273 


Forms of Division of Labour 

Peuson has distinguished between four forms of divi- 
sion of labour which maj' be enumerated as follows ; 

1. The division into trades and professions. This form 
of division of labour arose at a very early stage of human 
society, (when people adopted different professions per- 
haps according to their inclinations and eapabililies, and 
began to- specialize in their callings.' The assignment of 
separate duties to men and women, or of special functions 
to the king, to the warriors, to the priest, to the business- 
man thus giving rise to certain social classes, are exam- 
ples from primitive society. The caste system in India is 
an instance of this form of division of labour which a.ssign- 
ed special functions to four distinct castes. 

2. The division info complete processes. Hinder this 
.system, the product of one set of producers can be sold 
to another and utilized by them ; the finished product of 
the one set provides the material on which the other 
works.^ Thus instead of cloth being made by one person 
from the raw material, the cotton spinning, weaving and 
dyeing are done by separate workers each attaining a 
specialization in his own branch of work. 

3. The division into incomplete processes. With the 
introduction of factory .system still minuter sub-division 
of labour has been made possible. Under this form, tthe 
industrial workers have different parts of the process 
assigned to them.) The work of each is merelj'^ a contri- 
bution to the final product, from which it cannot be 
separated and can have no separate e.xistence or value. 
Work becomes more automatic and specialized For 
example, in a modern shoe factory one man cuts out the 
leather, another cleanses it : one cuts the sole, another 
makes the heel : one nails the sole on, another stitches 
to-gether ; one shapes the upper, another polishes the 
shoe. Thus the whole productive process is split into un- 
imaginable minute parts and each contributes his special 
product to-be used bj^ his co-workers. 

4. The division into districts .suited to particular indus- 
tries. It is also called the ‘geographical' or ‘territorial’ 
diyision of labour. As a result of the combination of 



274 


A FIRST APPROACH TO ECONOMICS 


various pli’^sical, climatic, social or political causes in* 
(lustrios become localized m particulai centres Eapid anj 
cheap means of transport and commuuieation aro greatly 
ooiiduoive to this teriitonal specialization of labour 
lt$ Adventases 

(1) Increase o( skill The skill or dexterity of the 
worl er is immeasurably increased by repeatedly doing 
tlio same piocess day after day and year m and year out 
Practice makes perfect , one who is a jack of all trades is 
master of none 

(2) Saung of time Ihe gam m time is twofold , the 
worker has not to pass so frequently from one oporaton 
to another becondly, he can learn his special process m 
le'^s time, thus shortening the period of apprenticeship, 
for as the tisl becomes sub divided its difficulty is 
lessoned 

(3) Economy oflahom poteer Workers can be olassi 
fied ea'iily and as-sigiiod to tasks according to their capa 
cities X his adaptation of task to the faculties of indiTi* 
dual wotl eia iiidcr a highly intricate system of division 
of labour leads to greater economy of labour and increased 
production Light work can easily bo performed by 
woineu and ohildion while man oau devote his 
energies in thoso operations which require greater 
strength lutelligeuce and resourcofulness 

(4) Dteaking iloicn b<n tiers leticcen di/feient trades 
As a result of the sumilarity of the work in difierent 
mdustnos brought about by complex division of labour, 
it lias been made possible for tho labourers without any 
further training to move from one trade to another, when 
other trades offer better remuQer'itious, or when there is 
depression or unemployment in one or the other trade 
Hence, division of labour has greatly facilitated the 
mobility of labour 

t'cT/' Eiononiyof'ctfptibi' Ala a ikdourer wirr^cinivikintjr 
at one process of tho work, the machine can be utilized 
to its fullesit extent If a labourer tends many operations, 
ik>^®ut natural that while engaged in one process, the 
othei tools, m the iiiterveiiiug period will remain idle 
(■0) Hinirnwhon of physical strain Strain is lessened 
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by the use of maohiiiery for burdensome and heavy task ; 
monotony of work is also diminished, as the more mono- 
tonous works are usually taken up bj’^ machiner}". 

(7) Increased use of machinery. There is a very close 
connection between the extension of division of labour 
and the extended use of machinery. Division of labour 
or specialization of functions by dividing the work of 
production into a number of simple and almost routine 
operations, facilitates the introduction of machinery which 
in turn widens the scope for division of labour. 

(8) Promotion of inventions. When a labourer works 
at the same process throughout his life, he has better 
opportunities to observe defects in specialized capital 
and suggest important inventions. Many discoveries 
which have ultimately relieved them of much manual 
effort and strain have come from the brains of workmen. 

(9) Benefit of association. The modern factory life made 
possible by division of labour and the increased use of 
machinery has, by the virtue of closer contact and as- 
sociation of labourers, a great humanizing, civilizing and 
a sort of progressive influence. 

(10) Increase of output. The enormous increase in out- 
put, attendant upon factory production, has benefited 
every individual in the form of low prices to be paid for 
commodities and has considerably raised the standard of 
living of the people. 

Its Disadvantages 

(1) Decrease of skill. The excessive specialization of a 
single operation reduces the worker to the level of a mere 
machine-tender. He becom'es less efficient, as instead of 
giving a complete finish to the article he only makes one 
small part of it. 

(2) Loss of interest. A worker, when he works at some 
small process, will not take the same interest, as when he 
produces the entire thing with his own hands. His mind 
tends to become narrow owing to the restricted character 
of his work and he no longer feels the sense of pride of 
having produced a thing which is a strong incentive to 
the accomplishment of the highest kind of work. 
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(3; Monotony njjd dullness The mouotouous work 
amidst the chug chug of the engine and the rattling 
sounds carried on with break ueck hurry has a cramping 
efiect Qu the mental faculties of a worker which is apt to 
stifle his initiative 

(4) Congestion tn cthes Di\ision of labour is attended 
with factory s 3 Stem which is so often associated with 
“crowded towns and cities, life under unhealthy condi* 
tions, absence of personal contact between employers and 
employ ed, etc ” 

(6) Displacement of adult male lahoin by child and 
female lahotii As the processes become simpler, there 
IS a tendency on the part of employers to employ 
cheap child and female laboui Not infrequently, adult 
male labour is made redundant or exposed to the com* 
petition of child labour by the mtrodiioliou of new 
luaolunes 

(6) Extieme dependence of labour It brings about an 
ei&treme dependence of man on other members of the 
group which is often, at least partly, an evil A strike by 
a particular group of men— romiug, for instance— may 
throw out of employment not only the remaining men m 
that business but also thousands or tens of thousands of 
otheis whose own work depends upon the product of the 
indubtry in which the strike occurs 

I he defects enumerated above are not inherent tn the 
system , most of them are temporary and remediable A 
sound system of education to counteract the deleterious 
tendencies of narrow mindedness, healthy surrounOiugs, 
hygienic factories, shorter hours of wor) , increased 
leisure, humanitarian legislation, and welfare schemes in* 
volvitig the pi ovision of rest rooms, reading rooms, diiiing- 
rooras and playing flolds will go a long way in mitigating 
the evils of the system Its advantages far outweigh the 
disadvantages and this is the reason why division of 

gitrwiujf'iinpiAtfeirc'iTiir 

penman activity j 

Extent of Dmtlon of Laboar 

'i he extent of the dmsfon of labour in any kind of 
industry depends upon the following conditions 
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(]) The extent of the market. Division of labour in- 
volves production on a considerable scale, and this again 
depends on the extent of the market. Specialization of 
functions can be carried on successfully only, when there 
is a large demand to keep the large number of labourers 
fully employed. Division of labour is directly propor- 
tionate to the size of the market. 

(2) Nature of industry . Division of labour depends 
not only upon a large scale production for a large market, 
it also depends upo n continnnna prodnctinn.. If the work 
is periodic, there are less chances of specialization in it, 
for the worker will have to shift to some, other occupatipu_ — 
when he is out of work. Division of labour is not ap- 
plicable to agriculture owing to the seasonal character of 
the work, whilst in manufactures, e.g., spinning and 
weaving, one can work ^continuou-sly at the same process 
without being disturbed by any ordinary freaks of nature 
which counts so much in agriculture. 

(3) Nature of demand. Division of labour can be ad- 
vantageously practised, if the demand is steady and not 
marked by constant oscillations. Constant changes in 
demand hamper large-scale production and prevent the 
full utilization of division of labour. 

LOCALIZATION OF INDUSTRIES 

The concentration of a particular industry in a par- 
ticular region is known as the localization or territorial 
division of labour. The reasons which determine the 
birth of industries in certain particular localities are 
numerous and diverse, but the localization of great in- 
dustries of today is generally attributable to one or two 
marked influences, such as nearness to raw materials or 
to sources of powers. The chief industries localized in 
India are cotton spinning and weaving in the Bombay 
Presidency, jute manufactures on the Hoogly, coal, iron 
and steel industries in Bengal and Bihar and Orissa, tea 
in Assam, coffee in the Madras Presidency, leather at 
Cawnpore and Madras, the sandalwood industry in 
hlysore, sugar factories in the United Provinces and 
North Bihar, furniture, resin, turpentine in Bareilly, silk- 
weaving at Benares, carpet-weaving at Mirzapur, and,.- 
marble works at Agra. 
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Cau<et of the Locahzation of Intfuilries 

Some of tlie importaut causes resfoiisible for the 
localization of iiuluslries maj bo gi%en bdow— 

(IJ Neatness of into materials The extraotivo m- 
dustnes such as miuing, quarr>ing, lumberirig^aud fishing 
are necessarily localized in the uoighbourhood of their 
supplies, )oB , iron and steel works in Bengal, Bihar and 
Orissa, gold muiing in Mysore, wood-works ni Bareilly 
and paper mills in Titagarli near Calcutta The cotton 
mills in the Bombay Presidency and the juto mills on the 
banks of the Hoogly near Calcutta are concentrated due 
to availability of raw materials at hand 

(2) Neatness to pQKtT tiodnstries get localized near 
places w’liioh can command the cheap supply of power^ 
Formerly, before the discovery of steam irhen runamg 
water was used as power, mills and factories were set np 
on the banks of u\crs Lator oti, when steam began to 
be utilized industries tended to conceutiate near coal 
repositories Again, with tho introdnetiori of hydro 
electric power a gradual retreat is discormblc 

(3) Phi/stcal and cUmnltc c^ndtUons Ihey also play a 
very important role in the localization of industries 
(Besides, sources of power, the climatic eiiMronmeDts, 
advantageous situation rclatue to ports and natural 
facilities for transport are regarded as of very great 
importauco to ceitnni tnihistnesy Lancasbire's damp 
climate is oxtraordiiianly suited to colloii spinning and 
weaving, enabling finer yarns to be spun than in other 
localities 

(4) Accessibtliti/ to matkeis Tho iiresciice of a large 
demand is in itself a great attraction to tho development 
of industries^ In former days, the industries tended to 
flook around tlie royal court or the seat fashion 'Ilis 
localization of artistic trades in Agra, Benare«, Daces, 
Kauauj, Lucknow and Murshidubad can be attributed to 
the patronage of the court and of the wealthy population 
Moreover, industries are attiacicd to tho neighbourhood 
of large towns because there is a lirgo demand for their 
products 

(6) Momentum of aneathj statt Sometimes industiics 



ORGANIZATION 


279 


tend to grow in a particular locality without any specijil 
reason, but merely because some pioneer started his in- 
dustry there. And once an industry is established it 
tends to persist there, as it comes to acquire many 
advantageous points with the passage of time. 

Advantages of Localization 

(1) ^Asa result of the localization, the commodities 
manufactured in that particular locality acquire a 
reputation which secures for them a good market and a 
good price,') Dacca muslin, Kashmere shawls and brass 
wares of Moradabad are good instances. 

(2) Vlt also brings about a great increase in the efficiency 
of labour, capital and land.) A localized industr}' creates 
a kind of hereditary skill, as the children of the workers 
engaged in that industry learn many intricacies of the 
trade unconsciously from their childhood. The place also 
becomes a good market for that kind of labour which is 
employed by the industry, because the labourers when 
they start in search of employment come to that place 
without any waste of time. Moreover, it ensures a steady 
flow of labourers to the great relief of the employers. 

(3) ^.Localization brings about an all-round progress. 
Banking organizations come into being and industries can 
secure a sufficient amount of capital to finance their trade/ 
Many big concerns come to stock the spare parts and 
accessories needed by the localized industry and to under- 
take the repairs of the machinery. - 

(4) ^he promotion and growth of subsidiary industries 
is another advantage, resulting from the localization of 
industries,\e.g., the development of Tata Iron and Steel 
Works at Jamshedpur has also led to the establishment 
of subsidiary industries such as the Indian Tin-plate 
Company, etc. Similarly, when good many industries 
work together, their waste products are utilized ih the 
production of some other article, e.g., paper mSfe in 
Bombay use the sweepings of the cotton mills as tHeir 
raw material. 

(5) lSometimes supplementary industries are also start- 
ed to provide employment for women and children, e.g., 
cotton. mills near iron mills.) 
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specialization of functions together with larger volumes 
of output turned out under one organization bas been the 
■watchword of economic progress. Since the industrial 
revolution, owing to the division of labour and the con- 
sequent profitable employment of machinery, remarkable 
development in transport facilities and the widening of 
market, production on large scale has become the accep- 
ted dogma of the industrialists. 

^arge scale production refers to the production of a 
commodity on a large scale and it involves the employ- 
ment of a large number of labourers, the use of large and 
continuous supply of raw material and power-driven 
machines under the same management with a considerable 
risk.| The growth of giant industries employing the most 
massive machines, where a laj'man’s imagination staggers 
and understanding refuses to work, is a modern pheno- 
menon. Large scale production is characterized by con- 
centration and the employment of the various factors of 
production on a large scale, be it in inauufacturiug indus- 
tries or in such commercial enterprises as railways, tram- 
ways, shipping or distributive agencies. In India, the 
large cotton and jute mills, the Tata Steel Company, the 
sugar, cement and match factories, railwaj's, etc , may be 
given here as some of the instances of large scale pro- 
duction. 

The advantages of the large scale production, in the 
words of Penson, may be summed up in one phrase — 
saving of productive effort, that fs, through economies of 
large scale production a given result can bo obtained with 
less effort — or, in other words, at less cost. 

Advantages of Large Scale Production 

1. Economies of division of labour. ( We have already 
indicated the economies resulting from the division of 
labour and their repetition seems superfluous! But it may 
be referred to in passing that in large production labour 
can be classified more easily according to its capacity ; 
expert skill can be employed to operate intricate and deli- 
cate processes and the head of the business, after delega- 
ting the routine functions to expert managers, can devole 
himself wholly to the large questions of policy and 
general superintendence. 
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2 Lconom]] of tnacJunery The Rfiin from the em» 
plojjueiil of inacluuerj in a largo stale production arises 
lu tho foliontng mtiincr 

'a) A largo c&tabli^hmeiit can aflord to install expen 
siNoanl sptciali/ed ma(liiiior> o\on for comparatively 
insignificant processes winch rosiilt m consiclerablo ecouo* 
mies m production 

(h) It can with larger funds at its disposal, also alTord 
to buy up to dato machinery and discard old ones, 
w})er(.ns in a small scale production it is not pc'sible 

fc) A. large scile prodticor as against a small scale 
producer can employ exports to carry on improvements 
and experiments with a viow to minimizo the cost of 
production 

(d) Cheap motive power can bo secured as greater the 
quantity of motive power cousumed in a factory, the 
expeii«ts it prodnciiou pei unit lend to become lorrer 
aud lower 

(cl V largo C'ltiiblisbment has nl»o its own permanent 
arrangement’- for the repairs of 1 mldings and machinery, 
which greatly rc luce iho working expenses 

D hcouQintj of fond In proportion to the output of 
the taciory, n largo maimfaciiirer has to pay smaller rents 
than the small acale producer 

4 i-co;ionii<« o/ f iiyiny fliid jef/iny jc/iofcsofe iloro 
favourable pnccs at htghor rates of <li«coiiut and com 
mi>-sions aud better qualities of raw material can be 
secured ly innl lug henry purchases Similarly, an app- 
reciable economy can bo effoctoih by disposing of finished 
products ill largtr quantities Jforeorer, when goods are 
purchased lu larger quantities, a large scale producer 
gams m the shape of rebates on wagon loads usually 
allowed by tho transport agencies 

5 Economies of viatennl ami the utiUssUon ofhy 
products lu larger concerns the wastage of material is 
comparatively le-is Not only is tho waste of raw mate 
rm! m bigger establishments checked, but eCForts aro made 
to utilize waste product and by products go mush so that 
oven small things which would have been thrown away 
under small scale production arc cfFeciirely employed tor 
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further production of wealth. For instance, in the 
mineral oil industries, material which was thrown away 
as waste is now utilized for the production of lubricating 
oil, etc. It is said that not a single hair of the animals 
that enter into the big slaughter houses of the United 
States of America is wasted. 

6. Economy of advertisement. The cost of advertising 
and the expenditure incurred in the employment of 
agents and commercial travellers to canvass the sales of 
the products of a big establishment are comparatively less 
in proportion to its output. It is beyond the capacity of 
a small scale producer to give publicity to his goods to 
the same extent. 

It may also be mentioned here that consumeis as a 
class benefit considerably because due to economies of 
large scale production the cost of industrial products per 
unit goes down. r' h-. ' • / . ' . 

Limitations of Large Scale Production 

From the numerous economies effected in large scale 
production, one should not run awaj' with the idea that 
the larger the scale on which a business is carried on, 
the more profitable it must be. T^ere are certainly 
some limits beyond which further expansion is unecono- 
mical. The following are the main limitations of large 
scale production. 

1, The capacity of the employer. Efficient manage- 
ment and supervision is the keynote of a successful large 
business. With the expansion in the size of the 
enterprise, so manj'- complexities arise that completely 
surpass the capacity and energy of an ordinar}^ employer. 
The minute supervision of the w'orking of the different 
factors of production together with an effective control 
of the hired labour which has got no personal interest in 
the sucQess or otherwise of the business demands the 
greatest abilities of the directing agency. Unless an 
employer is gifted with an exceptional combination of 
versatile qualities for thoroughly organizing the great and 
varied complexities that arise in the course of a large 
business, there are fewer possibilities of success and hence 
the expansion of a business is regulated by the capacity 
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of (be employer If the scale of business exceeds the 
point where it cannot be siiperMsed properly, tlio 
economies resulting from large scale production are 
nullified to a considerable degree bj the wastage and 
leakage due to inefficiency of organization 

2 The extent of the marXet Large scale manufacture 
implies production of commodities on a stupendous scale 
If the demand for a particular Lind of commodities is 
small and is characterized by constant fiootuations, it is 
not economical for a large scale producer to glut the 
market with suporfiuous goods which have no demand m 
the market Other things being equal, the larger the 
market the more steady and uniform the demand, the 
greater will be the tendency towards large scale produc 
tion Large scale production b 3 producing articles at 
cheaper prices leads to an extension of the market 'In 
earlier limes when producers sold Uieir goods only to 
Uicir immediate neighbourhood, the market was very 
narrow and the scale of production very small But at 
the pfcseuC day with our highly developed means of 
transport with ea«y communication by post, telegraph 
and telephone, with our banking system and our various 
forms of commeroiat machinery, producers find a market 
10 the most distant places aod the possibilities of increas 
ing the size of their business are enormously increased ’ 

3 The nature of the husinesi Certain types of busi- 
nesbcs are mure successful on a small scale than on a 
large one For example, in agriculture large scale 
production beyond a ceitaiu limit is not economical, on 
account of the seasonal character of the work with no 
benefit arising out of the division of labour and the costly 
expenditure lucuried in the supervision and manag‘»ment 
of farming operations "catteied over a long area 'ihe 
largo scale production is also not possible in such 
businees as tailoring, where individual tastes or require* 
ments ha\6 to be satisfied, or again, m such trades as the 
manufacture of ornaments, whore the “'master’s eye' 
needs close supervision over every miuute process of the 
work 

Small Scale Produclloo 

vWhen prodiiotion is carried on by a producer or 
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craftsman with very little or uo division of labour in his 
house surroundings ^Yith the aid of his relations or a few 
labourers and small amount of capital and raw materials, 
it is called small scale produetiond No high degree of 
business ability or administrative capacity as required in 
the majiagement of large scale enterprises is to be met 
with in the case of small scale business. Small scale 
business can adapt itself very opnveniently to the require- 
ments of a selected group of consumers. The small scale 
business still holds a very important place in the industrial 
economy of our country in spite of all the progress and 
advancement made in large scale business during the last 
half a century. 

The advantages of small scale business may be 
enumerated as follows — 

' The small scale producer due to greater personal 

supervision and interest in the prosperity of his business 
can maintain the efficiency of his products, men, machines 
and materials. 

2. \Due to greater personal supervision and perseve- 
rance, more attention is paid to the details and the quality 
of the product as a result of which more economies and 
successful results can be had sometimes in small scale 
business.) It is for this reason that those businesses, 
■which require minute attention to details are generally 
coirducted on a small scale. 

3. Lastly, due to personal touch between the emplo- 
yers and the employees in the small scale business, the 
grievances or inconveniences of the labourers can be con- 
veniently and expeditiously removed ; the industrial unrest 
and disharmony — a conspicuous and baffling evil of the 
large scale enterprise — resulting in strikes and lock-outs 
can be averted, and the consequent suffering and loss of 
the labourers who are thrown out of employment for 
several days together can be mitigated to a considerable 
degree. 

Scale of Production in Agriculture 

In agriculture too, like all other departments of pro- 
duction, cultivation of land is conducted, either on a small 
scale by ^ cultivator of small resources -working and 
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supernsiug each vud eveij process of tbe ivork n-ith 
minute care and special attention himself, oi on a large 
scale hj a capitalist-farmer rrho emple}^ on extensive 
acreage of Uni, a \asl iiumbei of field-laboiirer&, an np- 
to date ngrioultiinJ machinery and implements, ami turns 
out large quiiititie^ of products uuder the direct mauat'e- 
meut of the salaried supervisors Large scale farming is 
generally to be met with in new countries, where exten 
sire tracts of land an 1 large amounts of capital are avai- 
lable ill countries like America, Canada, Ilussta and 
Australia, large ‘•eale farming is practised to the great 
probt of the agricultural industry Agriculture, even m 
advanced countries, is commonly conducted on the basis 
of one-man or one family producing unit on account of 
some biological and economic fa'*tors involved m its 
working 

Advantages and Disadvantages of Large Scale Farming 

Briefly, the advantages of large scale farming over 
small scale one consist in the proper rotation of orops, a 
good diitittage or irrigation system, suitable facilities of 
fencing, roads and foot patb<», greater division of labour 
and the consequent economic utilization of the specialized 
machinery, applioation of chemical fertilizers and farmyard 
manure, availability of expert and scientific skill, econo- 
mies effected by making wholesale purchases and sales, 
opportunities of raising particular ciops according to the 
suitability of each plot of land, and better facilities for 
carrying out experiments lo raising staple crops like 
wheat, cotton, rice and sugarcane which do not require 
much personal supervision and careful nursing, large scale 
faiminghas pioved more economical A capitalist-farmer 
practising agriculture on a large scale needs to have great 
executive and business ability 

Despite all these advantages, there are certain limita- 
tions m large scale farming which so clearly explain the 
persistence of small’ scale farming BroaoVy, we may s«mr- 
manze the disadvantages of large scale farming under 
three heads 

(1) The first difficulty in bringing the large scale farm 
to a successful issue lies m its costly supervision and 
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management, as tlie area over wliich agricultural opera- 
tions are spread is too large and as such the ‘'master’s 
eye” cannot efficiently work everywhere. A. great loss 
of time and energy is incurred in going from one part of 
the farm to another, in carrying tools and machinery and 
other requisites from one place to the actual spot of opera- 
tions. Thus economy of time is not so much possible in 
agriculture as in some manufacturing industries. 

(2) The second difficulty arises out of the seasonal 
character of the work. in a factory, operatives after 
being assigned different jobs according to their capacity 
and energy work on those operations continuously in 
exactly the same manner year in and year out and a very 
little amount of supervision and management is needed 
to direct the working forces of the factory. But agri- 
culture is a biological industry rather than a mechanical 
one. In large scale farming, it is pretty difficult for the 
farm manager to reorganize several hundred labourers 

, many times during the farming season in accordance with 
the variations in the meteorological conditions. Super- 
vision becomes costly and unwieldy too, where the nature 
of the work changes from month to month, day to day, 
and even from hour to hour. ' In agricultural industry, as 
contrasted with manufacturing industries, the farm mana- 
ger has to contend with abnormal, unforeseenable and 
uncontrollable whims of the weather. For example, on 
the appointed sowing day, if a hail storm were to come, 
all pre-conceived plans will be upset and the whole work- 
ing force of the farm will either sit idle or have to be 
reorganized which requires men of great promptness, 
intelligence, resourcefulness and executive ability. Owing 
to these handicaps, division of labour and machinery find 
little place in an agricultural industry. 

(3) Lastly, the individualistic tendencies of the culti- 
vators and their natural aversion to work in gangs prove 
a great obstacle in the way of successful organization of 
a large aggregation of farm labourers under one manage- 
ment. They' are unaccustomed to disciplined hours of 
work and hence their preference to work independently. 

Farming in India 

India is a land of small holdings, petty cultivators and 




Net making Industry 



ORGANIZATION 


289 


asses, and seriotis and earnest elforts should be made to 
jvise ways and means so as to enable the cultivator to pro- 
ace his crops at the smallest costs to ensure him the greatest 
momit of net profit. The solution of the problem lies not in 
‘.creasing the yield of his field but in devising means to give 
im increased profits ichich alone can bring about his pros- 
perity and julness of life. The illiteracy can be removed 
by the establishment of primary schools, having an agri- 
cultural bias on extensive scale in rural areas. So long 
as there is illiteracy, all suggestions for the improvement 
of agriculture will fall fiat upon their ears. The econo- 
mies of large-scale farming can be secured by the forma- 
tion of co-operative associations of individual farmers.. 
For example, farmers may combine on co-operative lines 
to obtain oheap credit and to purchase costly machinjery 
and implements for their common use, or they may join 
in sinking wells with pumping arrangements for irri- 
gating tracts now depending for their cultivation on the 
vagaries of the Monsoons, or they may allot a separate 
pasture for the grazing of cattle, or they may form com- 
mon purchase and sale societies to eliminate the profits 
now appropriated by the Mahajans. Co-operation is the 
real solution of many of the economic ills of the agricul- 
turists, and if its principles are carried out on right lines 
the movement will prove a beacon light to the agriculturists 
who are now enveloped in the darkness of ignorance, 
fatalism, misery and destitution. 

Vitality of Cottage loduitries in India 

Cottage industries are those which produce articles of 
use on a small scale. It is also called family system of 
production with little or no division of labour in contrast 
with the system of factory production, where there is a 
large aggregation of men and machines under an employer 
and division of labour is carried on at a high pitch of 
excellence. Cottage industries must be distinguished 
from the factory industries inasmuch as the former are 
carried on by artisans on a small scale, mostly in their 
own homes assisted by the labour of the members of the 
family, or a few hired labourers or apprentices. Some 
cottage industries are carried on by people engaged in 
them as their primary occupation while some ^re takep 
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Up by the agriculturist to supplement their meagre and 
uncertain income as tlieir secondary occupations 

India at a very early stage of civilization when she 
was at the height of her glory and splendour attained a 
liigh degree of skill and dexterity in her handicrafts ami 
artistic industries which were not surpassed by artisans 
of nnj other country At a time when the West of 
Europe, the birthplace of the modern industrial system 
was inhabited bj uncivilized tribes, India’s artistic products 
were highly appreciated and extensively marketed 
throughout the important countries of the world 

As a result of the Indaslnal Bevolution in the West 
and the advent of Britishers into India, the cottage in* 
du'itnes which had once enjoyed a world reputation began 
to decline and the decline was most marked about the 
middle of the innoteenth century when many forces served 
to precipitate their downfall The importation of cheap 
article^ manufactured abroad by the large scale industries 
equipped with the most efficient organization and Iabou^ 
saving appliances, the disappearance of the patronage of 
the Mughal Courts and the nobility resulting in a complete 
cessation of the fnam demand for the prodnets of the 
indigenous handicrafts aud the consequent changes in 
the tastes and ontlook of the people, the laissez fairs 
polic} of the Indian Government, and lastly, the unprepa- 
redness and the absence of any imtiatire among the arti- 
sans to adapt to the changing circumstances and to combat 
against the corroding tide of the Western industrialism, 
led to the extinction of the cottage industries and to 
more intensive ruralization of the country 

Although terrible has been the blow from the side of 
machine industries, both of India and foreign countries, 
the indigenous industries liave survived the rude shock 
aud m spite of all their backwardness aud drawbacks, 
they possess a remarkable vitality and constitute a very 
significant factor in the economic and industrial life of 
India Cottage or small scale industries are to be found 
in almost every village and according to the Report of 
the Indian Industrial Commission the number of the 
workers in the various cottage industries is sti’I much 
larger than those of the operatives employed m the 
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Importance of Cottage Indutiries 

Tlie establishment of the present langmshmg cottage 
industries on a more stable basis, with a better system of 
CO operative organization, *a«sisted always by the ready 
advice and monetary help of the Government, wdl be « 
real asset to tlie country Ibe development of the ooltage 
industries is immediately required as it will help the poor 
people of India m many ways There is no antagcniisiB 
between cottage and factory industries , both can flourish 
side by side as is evidenced in the case of the highlj 
industrialized countries like Germany, Japan, France and 
Switzerland, where cottage industries, in spite of the 
tough competition of power industries have not been 
ousted or superseded The encouragement of the cottage 
industries will provide aubsuhary employment and income 
to the surplus agricultural labour which has to remain 
idle for a major portion of the year Moreover, the feare 
of famines and other uuforescon natural calamities cau 
to a large extent be mitigated, if the people have a sub* 
fiidiary occupation to fall back upon In the words of aa 
economist, they will serve as a second string to the 
bow of the agriculturists The aunual quantity of pro* 
ductioii of the country cau be considerably increased by 
the employment of child and female labour, if the mdus 
tries are carried on in the midst of Iheir families 

Again, many of the evils attendant upon the factory 
system such as oiercrowding. Joss of freedom for the 
worker, drunkenness, low and expensive pleasures of the 
cities and the unhealthy conditions under which workers 
have to work and live may be avoided to a certain extent 
in the case of small industries On the top of all that, the 
cottage jndcstries are more suitable to the geniu? and 
temperament of the people as they dislike the discipline 
of regular hoOrs of work and the strenuous exertion in a 
factory and prefer to earn a scanty living in their own 
villages rather than travel to distant lands in search of 
employment TJie mtroductiou of cheap hydro-electrio 
power and its distribution m the surrounding rural areas 
IS likely to open another important chapter in the career 
of our cottage industries Hand-spinning and weaving, 
calico printing, dyeing, carpet weaving, metal working) 
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sericulture, embroidery ■work, ■work in precious metals and 
jewellery, wood-work including carpentry, furniture and 
cabinet making, pottery and ceramic wares, leather works, 
fine artistic works such as carving in wood, ivory or stone 
and toys are some of the important cottage industries of 
India that may prove to be the most successful handi- 
crafts in the future industrial economy of the country, 
provided organized efforts are made to strengthen their 
persent decadent condition. 

Suggestions for Improvement 

In view of the fact that our cottage industries still 
survive with remarkable tenacity and upon whose pros- 
perity depends the prosperity of the millions of Indians, 
means should be sought for their consolidation and im- 
provement. 

(?) Education of the tcorJcers. We have already seen 
how the artisan is handicapped in different ways by his 
want of education. He is conservative, unambitious and 
unenterprising ; he should be given general and technical 
education. Many technical schools have been started for 
imparting technical education, but for a variety of reasons 
they have not yet availed of these opportunities. Indus- 
trial schools of a more practical character are the need of 
the moment. 

(ii) Financial assistance to cottage industries. Co-opera- 
tive credit societies and in some cases the Department of 
Industries might lend money on easy terms to the crafts- 
men. Most of the artisans like agriculturists are in the 
sticky grip of the Mahajan. Tools and up-to-date 
machinery should be supplied to the artisans to improve 
the efficiency of production. 

iiti) State patronage- A bolder policy and well-chaiked 
out programme of encouraging and patronizing artistic 
industries should be adopted by the Government. The 
propaganda for the popularization of the cottage industries 
should be conducted in a business-like spirit and concrete 
proposals for any irnprovement should be backed by 
monetary support and expert advice, 

■ (in) Provision of marJceis. Go-operative credit societies 
should be organized for the supply of raw materials to 
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individual artisans and the sile of the finialied articles 
deposited by those artisans in a comiuoa warehouse 
Owing to the lacL of inarketiug facilities, the artisans are 
stripped of their due profits, and so cfTorts should be 
made to completely oust the middlemen from their midst 
The Arts and Crafts Depots of Lahore and Lucknow were 
started in order to remove this handicap to some extent 
Industrial exhibits will also sene to extend the demand 
for such articles 

(l) Public patronage to home made goods A noteworthy 
feature of tlie recent years in India has been the growing 
tendenc} among its nationals to use only those articles 
produced in their own eouiitrj, even if they are more 
dear and less fashionable and durable In fact, the deep 
realization of the foreign economic domination, a rise m 
the iiatioualistio spirit and the Swadeshi Movement in 
augurated by Blahalma Gandhi have all concurrent!} 
given a new fillip to the rise and expansion of Uie college 
indusiries m India If we want to sec our cottage nidus 
tries prosper and starving millions properly fed aud 
clothed, wo will have to make some sacrifice so long as 
the} are in their infantile atago and not pltced on a 
sound footing 'Ihcre must be a determination on tbo 
part of the people to consume goods manufactured m the 
country and they must inscribe upon their hearts that 
public patronage ig far nioie conducive to the success of 
the cottage ludustnes and the prosperity of the nation 
at large than the highest form of aii} Government 
patronage 

AGRICULTURAL AND INDUSTRIAL DEVELOPMENT 
IN UNITED PROVINCES 

IndusUies — 

The Hoard of lodoslnes created by the U P Govern* 
ment has decided to help pioneer industries of the 
province by sanctioning grants in aid llie Board has 
selected the following industries as suitable for develop- 
ment m the province — Leather-boards, leather belting, 
felting of wool, making of wine gauges for sugar faclorie«, 
lock making, scissois and cutlers miiLing and makiug of 
paper aud cloth paper 
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The activities of the U. P. Industries Department have 
resulted in an all-round improvement in the cottage in- 
dustries and marketing organization in the province. To 
promote the development of rural industries many interim 
grants of Es. 1000 and over have been given to many 
districts. Extensive survey of minor industries, e.g., oil, 
soap, ghee, cane furniture, 103 ^ 5 , pottery and glass-ware 
has been undertaken. 

The work on the preparation of improved fibres and 
wool will be done at the H. B, Technological Institute, 
Cawnpore and arrangement for the appointment of a full- 
time chemist is being made for a period of five jmars. 

In the department of wood working industry, satis- 
factory progress has been made b}^ the wooden Toy 
Making Class started at Deochara, District Bareilly. 
Demonstrations in the use of modern tools are being 
regularly given to the village carpenters. 

In connection with the development of the glass in- 
dustry, two furnaces will shortly be erected at Perozabad. 
Attention is being .concentrated on the inside working 
and the equipment of the laboratories. 

For the purpose of promoting the handloom industrj’, 
two hand mercerizing machines and a calendering machine 
have been distributed by the department. The U. P. 
Government have approved a new scheme of starting 26 
handloom stores. The stores will work on co-operative 
lines. Each store will have five societies with 200 members 
each. The aim is to make the marketing organization a 
federation of production stores and to organize the in- 
dustry on a co-operativh basis. It is understood that 
Government have provided to spend ultimately Es. 26,500 
for the purpose. A Central selling depot for all cottage 
industries in the province will be opened at a central place 
in Lucknow with its production and distribution agencies 
spread all over the U. P- and outside. 

The Bee-keeping has been particularly cared for. 
The Jelli Kote Apiary in Naini Tal is doing very good 
work. It is the only Apiary in India where training is 
also given to students in practical hive-making. 

The research work has also been carried out in regard 
to the utilization of Molasses. The manufacture of 



2^ A riRST AIPROACH TOfeCONOMlCS 

power Alcohol from it has been allowed to some factories 
by the U P Government 

The U P Government have sanctioned the scheme 
for the manufacture of bioyoles and gramophone records 
m the province while the scheme for the manufacture of 
tin lanterns has been referred to the technical experts foi 
study and report 

The scheme for the manufacture of umbrella hilir 
timepieces and clocks has been referred to the Principal 
of the Technical Institute, Lucknow for making necessarj 
trials and then to submit a detailed report 

AgricuUute • — 

'An outstanding event was the decision to start 50( 
new seed stores with the necessary sta0 under the Kura! 
Development campaign The department this year distri' 
buted a total of 2d, 93, 157 maunds of improved seed 
The number of private farms which worked under the 
departmental supervision was 1872 

lu addition to the two agricultural school, tin 
College at Cawnpors continues to impart egncultura 
training of the Inghest order Training aud short courses 
were provided in practical dairy, poultry, preservation o 
fruits and vegetables 

Pesearch m the improvement of crops is bem; 
conducted under three economio botanists Ihe agricul 
tural chemist is engaged m the problem connected will 
the soils The Entomologist is devoting a good deal o 
attention to the control of ‘Pink lloll’ work of cotton 
Experiments connected with the improvement of oi 
seeds, small millets, pulses aud fibre crops wore done a 
various places 

The breeding of pedigree herds of cattle went on a 
many farms while investigation on the nutritive value o 
a number of cultiiated fodders are going on at Jhansi 
llie department distributed 528 stud bulls during tin 
jear Great strides have been made in sugaicane ie®earcl 
work The stiidj of tbe factors which limit siigarcaii' 
production m the U P was continued to be made m tin 
scheme for sugarcane physiologj at bhahjahaupur 
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The section of agricultural engineering was responsible 
for completing 402 tube wells and 80 artesian wells in 
Tarai and Bhabor areas. The improvement and designing 
of agricultural implements is engaging the attention of 
the department. 

The marketing section is busy with the collection of 
data and the preparation of survey reports. Countrj'wide 
study is being made, of the problem of standardization 
of weights and measures. Experimental grading of hides 
and Ghee and eggs testing stations have been started. 

MARKETING OF AGRICULTURAL PRODUCE 

A five years scheme of marketing of agricultural 
produce on co-operative lines has been approved by the 
Government with a grant of Rs. 17,000 for the employ- 
ment of supervisors besides the creation of ten temporary 
inspectors. The scheme proposes to cover about 40 
districts and many principal crops. 

About 2B0 supervisors who have been selected are 
undergoing training. It is expected that each supervisor 
will be able to organize 35 societies in five years. The 
batches of supervisors recruited in 5 years are expected 
to cover 36,000 villages. About 80 centres for marketing 
have been fixed in the province and a senior inspector of 
the department has been appointed as a provincial market- 
ing inspector for co-ordinating the activities of the 
various circles. The questions engaging the attention of 
the marketing inspector are : The fixation and reduction 
of marketing charges, transportation charges, finance, 
storage, assembling centres and the sale depots. 

FORMS OF BUSINESS ORGANIZATION 

In the initial stages of industrial society, organization 
played a very minor part in production. The same artisan 
owned the land, labour and small capital and organized 
the whole business sharing in profits and losses 
as well. But with the growing complexities and increas- 
ing volume of business, the business management has 
had taken new shapes suited to the new requirements of the 
business. Various types of productive organizations rang- 
ing from the single entrepreneur ^slem to the well- 
organized large scale industries employing highly specializ- 
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ed labour according to the size of the business, are to be 
found flourishing side by side In manufacturing indus- 
tries the Tarious types of busiuess organization m the 
modern world may be enumerated as follows 

The Single Entrepreneur System 

It IS the oldest and the simplest form of business 
organization in which a single entrepreneur after furni- 
shing himself with his own land, labour and capital or, as 
he IS found m some instances, hiring such land, labour 
and capital according to his requirements, works the raw 
materials and directs the general policy of the business 
The entire responsibility of the business falls on bis own 
shoulders if the business succeeds the profits are his, if 
it fails, he bears the losses This form of business manage- 
ment IS best suited to agriculture, small retail trade and 
small cottage or shop industries This is why the entre- 
preneur in this system also goes by the name of cottage 
worker or home worker There are countless artisans m 
the Indian villages and small towns who work on tbeir 
own account and produce articles on a small scale for local 
consumption The success of the business in this system 
entirely depends on the organizing ability and initiative 
of the eutiepreneur 

The chief advantage of individual ownership lies m 
the great personal interest of the employer in the business, 
and consequently a greater incentive to secure economy and 
efficiency than jn any other form of business organiza- 
tion The disadvantages are that (a) the man at the head 
of the business, however intelligent and capable, cannot 
successfully direct all departments of a large and complex 
business , (b) the capital that an individual can command 
13 necessarily limited , and (c) the unlimited liability of 
the individual entrepreneur to some extent checks enter- 
prise and experiments so essential to success and improve 
ment of the business 
Partnenbip 

With the expansion of busme'S, in pursuance of pros- 
perous trade and ever-widening markets, the need for 
more capital, skill, energy and experience was increasingly 
realized and partnership business came into existence to 
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replace the individual entrepreneur system, where the 
latter proved inadequate and defective. In the case of a 
partnership two or more but always a limited number of 
partners may join to carry on a large and difficult enter- 
prise contributing their resources, sharing losses and gains 
in definite proportions settled by a mutual agreement. 
The management of the business is also dividecJ, and each 
takes up that work in which he is most efficient The 
partners are jointly responsible for the debts of the firm 
and the liability of each one of them is unlimited i.e., 
each parfner is legally liable to the extent of all his pro- 
perty (whether invested in the partnership or not) for all 
the obligations contracted in the course of business by any 
other member of the firm. 

The chief advantage of partnership lies in the greater 
control of capital and organizing ability over that of in- 
dividual ownership. Better efficiency can be secured in 
the business by utilizing the special aptitudes and attain- 
ments of the partners. More capital can be secured than 
in the case of .single entrepreneur system, and it can adapt 
itself more easily to different varieties of production and 
deniand than the larger and more cumbrous forms of 
business organization. But unlimited liability is a great 
defect and tends to restrict enterprise. The supply of 
capital is not adequate for starting large-scale enterprises. 
The business is also liable to break down due to the per- 
sonal quarrels and on the retirement, death, lunacy or 
bankruptcy of a partner. 

Joint-stock Companies 

When the size of the business began to grow larger 
and larger and more hazardous as well, it became increas- 
ingly difficult for a few partners to invest an adequate 
amount of capital, and hence the partnership system was 
substituted by the joint-stock system. A. joint-stock com- 
pany has been defined as “an association of individuals 
for purposes of profit, possessing a common capital con- 
tributed by the members composing it, such capital being 
commonly divided into shares, of which each possesses 
one or more, and which are transferable by owners.” 
The main differences are that in a joint-stock company, 
unlike partnership, shares are easily and freely transfer- 
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able owing to the wonderful meohautsm of stock exchanges, 
and secondlj, in a partnership, each partner is personally 
liable for the whole of the debts of the partnership busi* 
ness, whereas in limited company the members or share 
holders, as they are properly called, have no individual 
liability to Its creditors tor the debts incurred by the 
company but their liability is limited to the amount of 
shares they have bought Bor instauoe, if a share holder 
has purchased, say five shares of rupees fifty each, hig 
liability for the debts of the company ends on payment 
0 *^ Bs 250 ihe limited liability system means that the 
risks of business in the case of individual shareholders are 
specified and do not exceed the extent the share or 
shares purchased by him The method by which the 
individual resources are pooled up may be desoribed some 
what as follows 

The total capital (or auQioitzed capiltrl) is that capital 
which the company is authoiized to raise from the public 
The su&acn6ed capital is that part of the authorized capital 
of the business which is issued or thrown open to the 
public for subscription The jimd up cnpila^ is that part 
of the subscribed capital which the shareholders have 
paid towards the value of their shares It becomes equal 
to the subscribed capital when the full value of each 
share has been paid to the company The ultimate 
undertakers of the risks incurred by n joint stock company 
are sharelioldeis who seldom take any active part in 
conti oiling or supermteudiug the business For tiie 
purpose of general management, shgreholders elect a 
Board of Directors If the Directors happen to be too 
many in a Board, tho management is further delegated 
to one or two Managing Directors, elected by the Board 
of Directors from amongst its members The Directors 
are not expected to give their whole time to the business 
but “they are supposed to bring wide general knowledge 
and sound judgment to beat on the broader problems of 
Its po'iicy auci at same time to ma’ae sure tViat hiKnagws 
of tlie Company are doing their work thoroughly ” Tbe 
detailed aud day to day management of the Company is 
left in the hands of the hired supeunteudeiits and 
managers who are not required to bring any capital into 
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it. The Directors declare balf-yearlj or annuallj- profit 
and loss accounts ; the profits being divided eqnali3- on 
each share. 

The advantages of the joint-stock movement are 
numerous and incalculable. All the advantages of large- 
scale production and division of labour are best utilized 
by the form of business organization. The limited 
liability, the easy transferability of the shares, stability, 
efficiency and flexibilit3' of the management and a great 
scope for undertaking new experiments are some of the 
merits of the joint-stock companies. A large amount of 
money which would have been spent unproductively or 
buried in the bowels of the earth is now pooled up for 
productive purposes by the share system. Owing to the 
.limited nature of the risk, a large number of people is 
.enabled to invest their pett}? savings in the joint-stock 
companies. The best illustration of the advantages of the 
joint-stock companies can be seen in the establishment of 
sueh colossal enterprises as the Tata Iron and Steel Works 
or the Standard Oil Company, etc., which would otherwise 
have been impossible to start. 

There are, however, certain disadvantages. As a result 
.of the increasing complexities and the immensity of the 
size of the business, the two functions involved in 
organization are separated. Shareholders who are the 
ultimate undertakers of risk and who meet seldom to look 
.into the affairs of the company are often duped by the 
directors and managers. Secondly, owing to the lack of 
personal touch a wider gulf has resulted between the 
employers (capital) and the employed (labour) giving rise 
to many unwholesome conflicts. Lastly, the conducting 
of rash enterprises, mismanagement and other corrupt 
practices, furnish a sad commentary upon this type of 
business organization. Various remedies have been sug- 
gested to remove these defects from this form of business 
organization and the results achieved are tolerably suc- 
cessful. Notwithstanding these disadvantages, the joint- 
stock system has rendered very useful services in the in- 
dustrial development of a nation. 

Co-operative Production 

To do away with the exploitation of the Ifibouring 
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'classps at tlie hands of the powerful emplojers, the co- 
operative «!ystem of pioduction has been ingeniously 
devised Co-operation is meant for the weak, poor and 
oppiessed members of the community and it tries, m all 
its vanous spheres, to do away with tho services of the 
middlemen wlio are oitcner than not mere parasites Co- 
opeiation has been applied in diverse spheres to acliieve 
different objects, viz — 

(1) Co operative credit, in which several weak and 
poor individuals combine into a corporate body to 
obtain on their united liability cheap credit and to 
eliminate the exorbitant rates of interest charged by the 
money-lenders , 

(3) Distributive co operation or consumer’s co-opera- 
tion, in which the porkers and other people unite, as 
consumers, to purchase their requirements of commodi- 
ties, receiving tbeir shares of profat in proportion to their 
purobasea , 

(8) Producers' oo-operation, m which the workers 
unite as producers for purely productive purposes Here 
we shall content ourselves by presenting a running sketch 
of the producers’ co-operation as H is one of the latest 
forms of productive organization which is replete with 
immense possibilities. 

A producers’ co operative society runs like this A 
number of workers may on their own initiative co operate 
in order to produce a certain type of commodities, thus 
dispensing with the big employei or organizer Labourers 
are the workmen and masters as well, and they take the 
entire responsibility of risk and guiding production in 
their own hands Capital is subscribed or borrowed at 
a fixed rate of interest The management of the society 
is generally earned on by one of the members who is 
paid a fixed salary Each member of the society posses- 
ses equal opportunities in the management irrespective 
oi the amount of idiares Jbe -bolds 

The advantages of this form of productive organization 
are many, provided the workers follow the guiding- 
motto — each for all and all for each — of co-operation in a 
true spirit. The labourers work with more zeal, intere^J 
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of agriculture, or the enactment of a tenancy legislation, 
or the establishment of a few co-operative societies and 
stores, or the opening of a few schools, veterinary dis- 
pensaries, libraries, or the propaganda for maternity 
welfare and betterment of village sanitation etc., in rural 
areas here and there, in the absence of an}- constructive 
and co-ordinated rural development programme and 
receiving the combined co-operation of both governmental 
and private efforts, will not give any permanent relief to 
the poor peasants. It follows, therfore, that though the 
problem of rural development demands almost equal 
attention at every place, the possible course is to 
carry out the work of rural development in a comprehen- 
sive and systematic manner in selected units or groups 
of villages of about 20 to 30 villages wherein the activities 
of all the Governmental Development Departments, e.g., 
Rural Development, Agricultural, Irrigation, Public 
Works, Public Health, Co-operative Organization, Indus- 
trial and Education Departments, should be co-ordinated 
with a view to collaborate in the achievement of perma- 
nent beneficial results in their respective branches of 
administration for that selected unit. 

Thirdly, in order to stabilize permanent results, it is 
of the greatest importance, that improvements sliould 
come' from within and that the co-operation and goodwill 
of the villagers should be harnessed by creating in them 
a desire -to improve their own lot and that they should 
be taught that thej' themselves are ultimately responsible 
to “improve their own condition and make their own 
lives better, fuller and richer by means of self-help and 
mutual help.” This spirit of co-operation and initiative 
for self-improve»nent can be secured by the establishment 
of Better Living Societies and the re-introduction of 
Panchayats in villages on democratic principles which 
have in the past centuries proved so successful in main- 
taining the co-operative life of, and harmonious relations 
amongst, the villagers. 

But there are some peculiar and outstanding drawbacks 
from which the Indian peasantry is suffering at the pre- 
sent tinie in the most acute degree and the detrimental 
.effects of whic.b jare noticeable io eyery lyalh of rura] life, 



320 


A FIRST APPROACH TO ECONOMICS 


It IS of utmost importance in any scheme of rural deve* 
lopment that the resonrces of Government and all philau- 
thropic public bodies shonld be directed and oo ordiimted 
in removing the following fundamental drawbacks or 
maladies in order to achieve widest possible and lasting 
results for the benefit o>f the lural masses 

1. Removal of Iljiteracy The appalling illiteracy of 
the rural masses is the greatest impediment in the way of 
progress and is ^ho cause of the prevalence of oonserra* 
tive habits of the rural masses It is reported that 90 per 
cant of the population of this country consists of illiterates 
The total number of literates enumerated in the census 
of 194:1 comes to4,73,22,000— /nales 3,49,42,000 and females 
87,49,000 Facilities for Education are mostly confined 
to towns and cities ft is mainly due to sheer ignorance 
and tlUteraoy that the cultivator fears change. In fact he 
considers that his existing lot is all that could be hoped 
for and attained For the progress of any community it 
IS very neoessary to have a sound system of educatioa 
which should broadeu its outlook, develop its spirit of self* 
help and self sacrifice, tenacity aud perseverance, ongma* 
hty and enterprise, responsibility and resouroefulness, and 
increase its power At present the system of education 
imparted is supposed to be too theoretical for the solution 
of practical problem and entirely divorced from the actu- 
alities of life Professor John Dewy of the United States 
of America has observed that “in an industrial society the 
school should be a miniature workshop and a miniature 
community , it should teach through practice, and through 
trial and error, the arts and discipline neoessary for eco- 
nomio and social order ” A system of education which 
may prove most useful to the rural areas has first to be 
settled by educational experts and then a network of 
schools has to be spread over to knpart such edueatjon to 
the villagers as oould banish root and branch for all time, 
the present dey evvls vihveh exvst va tviral areas ux this 
country 

2 Development of means of transport and conmuni’ 
cation Equally essential is the provision of cheap and 
rapid means of transport in the rural areas for their eco* 
powio and industrial development For R considerable 
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time, tlie energies of the Government remained confined 
solelj to the construction of roads and their development 
between cities and cities ignoring tire requirements of the 
interior parts of the country with the result that at the 
present day the rural areas aie practically unserved by 
any adequate system of metalled roads. Incidentally, 
with the intense developmeitt of roads in and around the 
cities, one could see the metalled roads running parallel to 
the railwa 3 ’- lines over which the introduction of motor 
traffic has lately proved a serious rival to the railways 
damaging their income to a considerable degree. Owing 
to the lack of communication and the absence of smaller 
feeder roads connecting the trunk roads or railway line, 
the cultivators are handicapped in transporting and in 
marketing their produce and have to pay heavy transport 
charges which greatly minimize their profits. The Central 
and Provincial Governments will be required to undertake 
a large and comprehensive programme of development of 
smaller feeder roads in the rural areas with the oo-opera- 
tiou of the District Boards and Public Works Department. 
The resources of local bodies are naturally vei^ limited and 
therefore the development of feeder roads cannot be left 
eutirel 3 ' to their resources. The provision of facile and 
cheap means of transport and good communication in rural 
areas will sure] 3 " stimulate agricultural production, provide 
an- incentive to grow marketable products such as vege- 
tables, fruits etc., and lead to the development of cottage 
industries, naturally followed by the economic prosperity 
of the village side. 

‘ 3. Reorganization and eslaUishment of Cottage Indus- 

tries. No scheme of rural development in India will be 
effective and achieve lasting results if it does not take in- 
to consideration the vital question of reorganization of 
cottage industries. For reasons mentioned earlier the 
pressure of population on land in India has reached a 
point where economic cultivation is not possible. Under 
the present circumstances, in the absence of other occu- 
pations, the Indian cultivator regards and takes agricul- 
ture not as a business but as a predestined occupation on 
which he has to live whole life. Perhaps nowhere in the 
world is there .such a heavy density of agricultural popu- 
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latioii even with intensive methods of cultivation as m 
India This is one of the mam causes which speah for 
the poverty of the Indian afineulturists The functional 
or vocational distiibnlion of population needs a good deal 
of urgent and drastic rexisioii 'Ihis can only be done 
through the establishment of cottage and maunfactunug 
industiies m India The det^lopmont and extension of 
industries is \eri vital for any country that aspires to be- 
come economically and politically self sufUotent. India is 
a weaker entity today in the galaxy of nations of the 
world because of her utter oooiiomio dependence on alien 
countries It is a clear aign of maladjustment of the vast 
economic resources of the country that a preponderant 
population should eke out an existence depending for sub* 
sistenco on agriculture practised on primitive methods and 
be only exporters of raw materials for feeding the nidus- 
tries of alien countries If the poverty of the Indian 
peasants is to be exercised and their farther degradation 
13 to be arrested, it is exceedingly important that cottage 
industries should bo reorganized m order to provide them 
with substdiaiy sources of income, and bold and definite 
policy of industrializing the country under the shelter of 
adequate tariff protection should immediately be taken lo 
hand for relieving the pressure on land and bringing eco- 
nomic emancipation of the submerged millions of the 
country The advantages that will accrue to the Indian 
peasants consequent upon the establishment of cottage m* 
dustrios need not be repeated here as they have been dealt 
with fullj elsewhere 

4 HeqiilaUon of Ctiriencii and Exchange Policy In 
an intricate mechanism of international trade, it is th& 
prime duty of the Goverumeut to adapt the larger ques- 
tions of currency and prices lo the needs of the country, 
because the peasant can hardly be expected individually 
to control and direct the prices of commodities which be 
produces for the market of the world During the last 
depression practically every country adopted measures to 
raise the prices of agrionliunil produce but no aotion was 
taken here in that direction, as a result of which the 
cultivators siifiered to an enormous degree as is clear by 
increasing indebtedness of the agrioullurists. On tq? 
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contrarj-, ifc may be pointed out here that the artificial 
control of currency and exchange poHc}^ by the Govern- 
ment of India, resulting in a contraction of the total 
volume of money in circulation in India, helped to bring 
down prices of agricultural produce greatly. Again, the 
exchange ratio ol rupee at Is. fid. to the pound has hit 
the agricultural indnstry very hard, which maintains a 
large proportion of India’s population. Any action taken 
to raise the prices of agricultural commodities will .subs- 
tantially help the work of Eural Development 

b. Defects in agricultural production and their removal. 
It has already been pointed out that agriculture as a 
profession is practised by Indian peasants without any 
idea of profit or loss. Not onlj' that but certain apparent 
factors such as the colossal poverly of the agriculturists 
struggling against starvation, the growing indebtedness 
of the p^asantr}'’, and the strong aversion of the agricul- 
turally trained graduates and other educated people of 
the country to take up agriculture as an independent 
profession prove almost in a conclusive manner that 
Indian agriculture is carried on at the present time as a 
non-paying concern. The defects in the organization and 
operations of agriculture should be carefully watched by 
the Eural Development Officers and their energies should 
solel}' be directed to removing those defects in order to 
make agriculture a paying concern. 

1. Increased tcater facilities. Due to the periodical 
character of monsoons the agricultural industry cannot 
depend exclusivel}' on rainfall for its water supplj^. 
Water is one of the first requisite conditions for successful 
harvests. A great many irrigation projects of considerable 
magnitude have been undertaken by the various Pro- 
vincial Governments for providing a perennial supplj^ of 
water to agriculture but still there are large tracts in the 
Punjab, Bajputaua, Bombay Presidency, Central Provinces, 
and the United Provinces which depend exclusively on 
whimsical monsoons or an ii’regular and inadequate sup- 
ply of water for their successful harvests, The greate.st 
amount of co-ordination between various Provinces and 
States is required in the artificial means of^ irrigation 
system ip order to safeguard the largest possible extent 
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of unsafe tracts from the havoc played by the failure of 
monsoons Tube well system <»f irrigation has been sue- 
oessfuliy adopted in the Punjab and the United Provinces 
and means should be taken in hand to direct the surplus 
water of rivers to Rajputana and other sandy tracts 
The rainfall water, which at present flows uselessly into 
oceans can be reservoired and used for providing a reonltr 
supply of water to agnenitore. With au assured supply 
of water for irrigation, the yield per acre can be con- 
Rideiablj raised and more crops can be raised thus keeping 
the agneulturist engaged alt the j’ear round 

2 Preservation and application of manures. The cons- 
tant cultivation of crops iii any particular field exhausts 
the properties of the soil and, uuless renovated by 
manures, the yield on that field goes on decreasing until 
cultivation becomes unprofitable. In India artificial 
manures meant for fertilizing the sod are not used by ibe 
ouUivators owing to their poverty and iguorauM 
Farmyard manure is the only manure used by the cultiva- 
tors but the supply with the coUivator is not adequate 
and secondly Ua method of preservation and application 
to the fields ts most unsatisfactory and defective. A major 
portion of faruiyaid manure is n^ed as fnel, and for 
mauunal purposes it is preserved in a very careless aud 
indifferent manner It is either thrown in a corner of 
the compound or ou the outskirts of the village, (he 
valuable and fertibziog properties of which are washed 
away by’ the lains or destroyed by' the strong winds and 
rays of the snu besides making the atmosphere of the 
village insanitary. The raelliod of application is equally 
defective inasnuich as it is strewn over the field and 
remains there lying for several days before it is actually 
mixed with the soil. The cultivator should be taught the 
economic methods of preservation and application of 
manures and cheap artificial manures should be urgeatly 
found out and a definite practical advice is needed to 
the farmer regarding the quantity and quality of the 
manure to be used for certaiu kinds of popular and paying 
crops 

3 Supply of improved seeds. On account of poverty, 
yery few cultivators can afford to keep good quality o‘ 


RURAL DEVELOPMENT IN INDIA 


325 


seeds with tliem or purchase at the time of sowing crops. 
Many good and high-yielding agro-types have been 
discovered by the Agricultural Departments by their 
research and experimentation at the Government Farms, 
but they are not much utilized, except fora few improved 
varieties of wheat, cotton, sugarcane which have become 
popular, by the cultivators as they are ignorant about 
the improved strain and secondly there are very few 
facilities available to them for their acquisition. The 
total area covered by the improved varieties amounts to 
7 per cent, of the total area sown. It is an imperative 
necessity that reliable agencies for the distribution of 
improved varieties of seeds to the cultivators should be 
established with the help of Co-operative and Agricultural 
Departments at the earliest date possible and care should 
be taken that the quality of the crop should not be 
allowed to deteriorate once an improved variety is intro- 
duced in a particular locality. Side by side with the 
distribution of improved seeds, new and more profitable 
crops should be popularized amongst the cultivators, 

4. Labour-saving Implements. At present the tools 
used by the cultivator are too antiquated and not in 
keeping with the modern processes of production. The 
Agricultural Department has been carrying on investiga- 
tions as to the relative usefulness of different^ types of 
agricultural implements and it has been ' successful as 
well in giving out to the cultivators a few labour-saving 
implements, such as the fodder chopping machines, the 
modern plough, etc. But it is very necessary that in- 
formation about the usefulness of such implements should 
be disseminated among the peasantry and a practical 
knowledge imparted for their adoption, repairs etc., and 
spare parts of such implements should be easily available 
to them. 

5, Vegetable and Fruit Culture. With the opening 
of smaller feeder roads and provision of cheap road 
transport, it will be much easier for the cultivator to 
grow daily marketable goods such as green vegetable and 
fruits which are in great demand and form an important 
item in the dietary of vegetarians. Is it not surprising 
that large quantities of fruits are imported into India 
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when all the natural and chmattc factors are present in 
this country for their successful production ’ Recently 
various Piovincial Go\enjnie«ts liava taken measures !o 
improve and propagate fruit culture but much practical 
ineastir'’s ar© needed in order to achieve substantia! resolts 
in this respect The cultivation of vegetable and fruits 
will give the cultivator au additional aud day to day in 
come which is so urgently required in his case because of 
Ins periodical incomo ami thus will prevent him from 
resorting to the money lender 

6 Remedies against insict pests and plant dtseasts 
It IS very necessary that crops should be made immune 
as far as practicable from the dovasiatiou which follows 
every year due to natural calamities and plant diseases, 
eto From the former there is no escape and the cul 
tivator has to bear the loss with forbearance and equa 
liimity Jlut every year cotton, w))eRt aud sugarcane, 
among the major crops are considerably damaged bj 
Hiseots and pests and wild animals It would be s great 
boon to the agriculturists if the inroads of suolt pesU 
could be avoided 'I he cultivators should do their best if 
they are convinced of the efficacy of such method#, which 
can bo taught through propaganda and demonstration 
The experts should also develop thoso varieties of seeds 
which may staud rust and the like diseases of the plant 

7 ConsoMaiton of scattered holdings The problem 

of consolidation of scattered and fragmented holdings is 
a very complicated one and venous attempts have been 
made and measures adopted by the Government for the 
benefit of the cultivators in this respect, but hitherto no 
legislative action has been taken, due to a variety of 
reasons, foi doiug away with this evil If this evil can 
be brought under control many other outstanding ijues 
tions of rural life, such as crop planning, intensive culti 
vation, better irngatiou facilities, ^iroiection of crops, 
aaM'Aikvw. s.wi Vfeft. vvvk'tvvw'y.v.^ o^yAC^els and liU 

gatiou, will bo much facilitated I he fragmentation of 
lioldings has reached a point where cultivation has become 
iiuecoiiomio and wasteful In view of the direct aiiu 
indirect aihaniages which are to follow in the wake of 
cousolulatiou of holdings, it *«eems necessary to proceed 
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with this work with the help of governmental legislation 
because it has been noticed during past years that where 
consolidation of holdings has been effected with the con- 
sent of the villagers, it has unnecessarily taken a long 
time and put especially the revenue authorities to an 
unpleasant task of satisfying the claims of each and every 
individual to his satisfaction. Propaganda is very neces- 
sary in order to awaken them to the necessary and im- 
portance of this measure and free them from the false 
notions of sanctity which they attach to their ancestral 
fields. By bringing all scattered holdings of a cultivator 
at one compact place, the establishment of farm buildings 
can be encouraged, fences can be erected, wells can be 
sunk for regular supply of water and better and econo- 
mical management of the cultivation can be effected. 

8. Provision of marJceting facilities. The Eoyal Oom- 
mtssioii on Agriculture has summed up the position 
under which the Indian cultivator has to part with his 
crops in the following words — “Until he realizes that as 
a seller of produce, he must study the art of sale either 
as an individual or through combination with other pro- 
ducers, it is inevitable that he should come off second 
best in his contest with the highly specialized knowledge 
and the vastly superior resources of those who purchase 
his produce.” The marketing condition are most defective 
and disadvantageous from the point of the agriculturists 
whose gains of good prices are intercepted to a con- 
siderable degree by a numerous class of middlemen The 
Indian markets are full of abuses and the agricultural 
produce that is purchased by the middlemen is adultera- 
ted by them with the result that our articles become 
inferior and get lower prices in outside markets. We 
have already lost the export market due to this unfair 
and dishonest action on the part of middlemen and earned 
a bad reputation in the market of the world. Very 
recently marketing surveys have been carried out under 
the auspices of the Imperial Council of Agricmltural 
Research and marketing officers have been appointed in 
. the provinces under the Provincial Marketing Officers to 
control and regulate the marketing of products under 
healthy conditions. As the agriculturists now produce 
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/or the marLet, it i!» very necessary that agricuUoral trade 
should be modernized otherwise there is always the dan 
ger of their falling into the hands of middlemeu profiteers 
Co-operative sale societies should be established m rural 
areas and the difficulties that are at present encountered 
111 the organization of Sale Societies should be carefully 
studied and gradually removed A. few cottou sale societies 
in Karnatak and Gujerat, jute sale societies and paddy sale 
societies in Bengal, Commission shops in the Punjab that 
have been started are negligeut compared to the total 
volume of agricultural trade and affects very small num- 
ber of cultivators The Central Marketing Board should 
direct its energies m fixing the grade standard of crops, 
providing cold storage marketing facilities for fruits, milk 
and frozen foods, etc , and should impre>-supon theGovera- 
ment to revise Us railway freight rates with a view to 
removing any anomaly and adjust rates between various 
kinds of produce according to their ability to bear 

9 Estahhshmenl of Co opti ahte Sociehts and remoial 
of tndehtedness 'ihe Co-operative movement was introduo 
ed in India iii 1901 with a view to provide credit facili- 
ties to agi icultunsts whose economic condition had become 
extremely depressed aod who were crushed under debt 
But the mam objective of the co operative movement lu 
India has been frustrated tnasmuoli as the indebtedness of 
the peasant has gone on contiaually increasing and tlie 
total agrarian indebtedness now amounts to approximately 
Ra 900 orores In India, the energies and attention of the 
authorities of the Co-operative Movement have be^n centred 
from Uie very beginuing for developing the credit Co- 
operation, giving less attention to the development of other 
branches of the Co-operative Movement which are equally 
essential lo inculcating the idea'* of self help, brotherhood 
and common fellowship amongst agncnltunsls and makmg 
them independent of external agencies which exploit them 
Side by side with the development of credit co operation 
in rural areas, it is equally essential that the Co opern^ivtf 
Sale Societies which collectively sell the agricaltiinst* 
produce avoiding muldlemeiis profits. Purchase orSajply 
Societies which enable agriculturists (o obtain their »u|’ 
plies of agricultural implemtuts, fertilizers seeds, etc, at 



RURAL DEVELOPMENT IN iiN'DIA 329 

moderate prices of guaranteed quality, Agricultural Pro- 
duction Societies such as, Poultry farming, Dairies or 
Milk Societies, etc., etc., should be immediately started in 
order to make the agriculturists more business-minded and 
bring the latent possibilities of the movement for their 
benefit. The problem of liquidation of debts is a very 
complicated one and more than one scheme have been 
suggested by various sehools of thought in order to redeem 
the agricultural industry from the clutches of Sahukars 
and money-lenders, but so far- no bold and active step has 
been taken by any of the Provincial Governments. This 
problem now requires to be tackled in a very comprehen- 
sive and constructive manner inasmuch as various legis- 
lations passed from time to time in order to relieve the 
agriculturists from the shackles of the Sahukars have 
resulted in making the money-lenders and Sahukars more 
exacting and revengeful. 

10. Improvement of live-stock and development of Dairy 
Industry. The importance of cattle wealth cannot be 
over-emphasized in the agricultural economj’^ of India. 
Bullock power is used for ploughing fields and sowing 
crops, for drawing water from wells for irrigation purpose, 
for threshing corn and crushing sugarcane, linseed, etc., 
for marketing agricultural produce and carrying passenger 
and goods traffic. The cow and she-bnffalo provide milk 
and milk products which are very valuable articles in the 
diet of the country. It is believed that the live-stock of 
agriculturists has much deteriorated due to lack of grazing 
grounds, their growing diseases, uncertain and irregular 
supply of feeds and absence of facilities for breeding 
better type of cattle, and that a large number of old and 
useless cattle are allowed to flourish at the expense of 
serviceable ones. The improvement and development of 
cattle is urgently needed in the scheme of rural uplift as 
they constitute one of the biggest items of the agricultural 
capital and any loss of cattle, due to lack of stamina or 
improper feeding compels the cultivators to borrow because 
in their absence hardly any agricultural operation is 
possible. 

There are two lines along which the live-stock needs 
improvement — improvement of pedigree and provision of 



330 


A FIRST APPROACH TO tCOVOMICb 


(idequate feediti;; It la now almost accepted by experts 
that the real improvement and development of cattle tn 
India can be effected by taking up important and selected 
indigenous breeds of the country and by feeding and 
rearing them in a more proper and scientifio manner It 
13 as well realized that the system of oro3s*breoding is not 
suited to the cattle power of India, as tins system nas m 
troduced many bovine diseases formerly unknown to the 
country and secondly it spoils the stamina of Indian 
cattle 

It 18 very important that m a particular selected area 
in which stud bulls of high pedigree are kept, all the 
village scrub bulls should be castrated by tbe new blood 
less method of castration tn order to stop their breeding 
propensities and a vigorous campaign should be started 
by the Rural Development Societies of impressing upon 
the Mllagers the evil consequences that /ollow m the 
development of live stock by tbcir leaving bulls id the 
name of religion 

The question of feeding comes next and the loiiuence 
of good and regular supply of feeds in the mamteuanee 
of health and productive capacity of cattle is equally im 
portant For a good supply of fodder grazing grounds 
and pasturage should be allotted as far as practicabls 
where nutritious grating grasses can be grown for cattle 
feeding But in tlie thickly populated agricultural tracts 
where e^ery small field has been brought under the plough, 
the most suitable and economical method of provi hng an 
adequate and regular supply of fodder is mixed farming 
with fodder crops such as Jowar, Oafs and other legami 
nous crops for cattle feeding In India owing to the 
periodic nature of rainfall, it is not possible to have reguler 
and adequate supply of green or soft juicy fodder through 
out the year In order to reroove this defect the 
method of silagmg the snrplns supply of grass and fodder 
through the construction of silos should be adopted and 
given a wide publicity m the rural areas It is said that 
such preserved fodder even if taken out after four or five 
years is relished by cattle The development of 
industry will also lead to the breeding of better cattle aim 
as such the organization of the dairy industry which 
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awaits immense possibilities of development, should 
precede any attempt in the improvement of the cattle of 
the country. 

11. Provision of schools, libraries and recreation facilities 
in villages. Apart from the important and most engaging 
question of the establishment of right sort of schools in 
the rural areas for removing the deep illiteracy of the 
masses and making them more cultured, efficient and 
capable of successfully solving the problems of life and 
protecting themselves against the undesirable exploitation, 
the problem of providing those amenities of life and 
Nfacilities for recreation which should help in building up 
of strong nation and virile youth equally stands in promi- 
nence for urgent solution at the hands of those who are 
engaged in the work of I'ural uplift. At the present time 
facilities for recreation and amenities of life in Indian 
villages are conspicuous by their absence and the cultivator 
remains engaged in his occupation without any ambition, 
interest or zest in his life. During the transitional stage 
when the Indian village life has disintegrated in every 
aspect, most of the rural entertainments have lost their 
significance. Religious festivities and village festivals 
and other entertainments of rural life which used to 
provide villagers in bygone days with relaxation, produce 
healthy effect on their mind and body and keep them in 
bonds of unit}^ have now assumed a degenerated form 
wherein the ignorant are being exploited by the shrewd, 
and people have practically forgotten or are not able to 
understand the true significance and usefulness which 
characterised them iu the past. It should be a very 
necessary item in the programme of rural uplift to 
reorganize and infuse new life in such festivals and other 
local entertainments which have at present fallen into 
disuse or are not followed in the true spirit in which they 
were conceived. The villager must be impressed upon 
of the educative value and the practical advantages which 
follow from such entertainments and festivals. For this 
purpose, rural libraries should be established and a 
campaign of reading and writing should be vigorously 
- pursued ; religious education and religious observances 
through kirtans (religious operas), etc , suited to each 
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occasion should bo taught which will develop the spirit of 
truthfulness and honesty of purpose , gymaiistics amongst 
the young boys and adult should be encouraged and 
athletic contests and competition" and rural sports should 
be organized in order to develop the qualities of service 
and sportsmanship fairs and exhibitions should be 
organized in which articles of crafts, agricultural produce 
and modern labour saving devices should be displayed, 
which will be helpful in givingstimulus to the development 
of cottage industries and agiiculture , cultural societies, 
such as draiuatia or musical may also be encouraged for 
giving the villagers relaxation , village societies should 
also be organized and they should meet now and then to 
discuss their needs, their gnevanoes and ways to remove 
those ills which retard their progress and the represeiita 
tives of such village societies may conveniently meetiu a 
district oonferenco and thus extend the sphere of their 
influence and activity and make them alive citizens of 
the oatiori 

OUGANiZATION OF ROFAL OEVELOPilENT 
SCHEME IN UNITED PROVINCES 

The Rural Development Scheme initiated by the 
Government of tiio United Provinces is the outcome of 
deep thinking on their part and it is a laudable 
attempt inasmuch as it seeks to carry out economic, 
cultural, social and admiiiistralive refoims on sound 
lines 111 a comprehensive and systematic mamier for the 
rural population of the province living almost always in 
a state of precariousness and almost under grinding 
poverty The roots of the Scheme he deep lu self help 
and mutual help and the co operation of official and uou 
official elements has been secured to bring about a change 
in the psychology of the peasantry by pointing out bow 
a change from the age long praotioes would be advanta 
geous to their interests and how they themselves are 
ultimately responsible for achieving permanent good 
results under the advice and guidance of official and nou 
official agencies set up for the pin pose 

Ihe organi/atian of Rural Deielojiment consists of a 

ISetlei Living bocietg m each village, a Union of suoa 
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Societies for each Unit, a Rural Development Association 
for each (list riot and a Provincial Rural Development Board 
at the apex for the province which helps to ensure the 
co-ordination of various development departments. The 
Staff consists of a village guide for each village, an 
Organizer for each unit, an Inspector for each district, a 
Divisional Superintendent for each divi.sion and the Rural 
Development Officer with his Secretariat at head quarters 
of the Government. 

Better Living Societies. The success of Better Living 
Societies and their effective workijig for securing good 
results in villages depend to a considerable degree upon 
the organizing ability, hone.sty of purpose and enthusiasm 
of the Organizer who should be instrumental in making 
the people realize the need for the establishment of the 
Better Living Society in their village by pointing out to 
them its aims and objects and the advantages derivable 
therefrom after critically examining whether the economic 
condition of the village for which the Society is to be 
started justifies its organization. When a Better Living 
Society for the village is formed, it elects its own 
Panchayat including a Sarpanch and Secretary, The 
main duty of the Organizer during the course of elections 
to such Pauchayats is to see that ail the different interests 
have been suitably I'epresented and that the election has 
not degenerated into a greed for obtaining power and in- 
creasing the spirit of factiousness which would rob the 
panchayat of its real mission. Much of the success of 
the elementary conveniences and the improvements of 
economic interests of its members sought to be provided 
by the Panchayat would depend upon the sense of duty 
and impartial character of the Sarpanch, the honesty 
and enthusiasm of the Secretary who acts as a village 
guide and “a sort of liaison Officer between the Local 
Officers of the different departments and the village 
people.” Any scheme of social reform or economic im- 
provements meant to be introduced in the village is first 
discussed in the Panchayat and recommended for adoption. 
For financing such schemes, the Panchayat obtains neces- 
sary funds from the villagers themselves and the balance 
Ifom the Union in tlie shape of a grant. Thus, Bettep 
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Livinp Sooioties are purely non official m tlioir cliararter 
with elected Paiiobajata aud if ilio Paijoliajal by enlis 
tiiiK tlie CO operation, goodwill ami confidence of all the 
differeut partie's of the village carnee out its bcliemes of 
reform nml improvement iiiider tbo s) inpalhetie support 
and expel t guidance of the go\eriimeiit officials, ihoro i? 
no reason iilij the bad ward conditions if villages shall 
not improve and show betternioiit in all directions within 
a reasonable period of time 

Cfnion «nd O/ffnnttets In a particular selected area, 
20 to 90 Oetter Living Societies with a total population 
ranging from ten to fifteen thousand form themselves 
into a Billet Living Unton and the Sarpanchs of the vil 
lage Hetter Living Societies form the general body of 
the Union out of winch a Union Panchayat and a 
Sarpaneb of the Union are elected by the general body 
for 00 orvlinating the difiereut dovoiopmeiital aotivities 
>11 the Unit and for eusnnng that the local Officials carry 
out the development schemes m a sy^iteraaiised manner 
On the Union Panchayat the local officials of the diiTerent 
departments such as agnottUure, Veterinary, Co opsrativs 
etc , are represented aa ox officio members Ilie executive 
Officer of each unit is tho Orgamsei who ib paid Secretary 
to the Union 

The duties entrusted to au Organiser are very impor 
taut and wide provided ho is zealous in his worh bis 
activities would cover every aspect of rural development 
Ibe Organiser is required to carry out tho spade work in 
every direction of village activity e g , agriculture, cattle 
welfare cottage tndtisines, Cooporntue Credit and 
Marketing public licallh, eliicatioii and irrigation 
facilities, though the actual work is carried on under tie 
supervision of the department concerned Ho is a con 
necting link between the villagers and the departmental 
officials and brings difficulties or draw hacks of any 
nature experienced by the former to the notice of the 
latter and thereby helps m their removal Besides these 
iunclions, he has to remain in constant touch with the 
villagers and impress npon them the necessity of raising 
their standard of living by giving them occupation la 
some profitable activity, for instance cottage indiislries 
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jnoni, five Member', eleoted bj the LogisJahve Assembly, 
two by the Legisialive Coaaoil ftud otlier uoii officials in' 
teiested in the development of tnral conditions 

As much luiiiat and important work of instruction 
and piopagatnla of agiicnUqral development m the vil 
legos IS entrusted to the charge of Organisers m their 
respective units, tlie Government have started mx training 
camps whole Organisers are given instniotion in Agneul 
ture, Cooperatiro OrganizaMons, rural housing and 
sanitation, cattle welfare, first aid, cottage industnea 
etc 

The Development Hoard within a short period has 
achieved good results in agiicultiire, fruit culture, remo- 
val of illiterac}, fuel plantations, raising grazing groutuU 
foi cattle, provision of more regular supply of water for 
irrigation and of wells for drinking purposes, cattle 
•welfare, provision of travelhog^ dispensaries for lie 
tillages whore no medical aid is easily aradable a»d ns 
proving the housing conditions and sauitation of ths 
villages , and though only a beginning lias been made so 
far, It can safely bo said that, if the work is coutiiined 
with th6 zeal whioli has gnided the movement so far, the 
insurmountable task of rural development will be brought 
under effective control within a reasonable period of 
time and the utter po\erly and rank illiteracy that are 
rampant in villages at the present time will become Uiings 
of the past 



CHAPTER XVI 

EXCHANGE 

The Meaning and Necessity of Exchange 

In the most primitive societies, when members of each 
family produced independently the entire wealth for the 
satisfaction of their limited wants, there was practicallj’’ 
no necessity of exchange. But in a modenl industrial 
■societ}' in which productive activities are carried on indirec- 
tly through a minute and intricate sj^stem of division of 
labour and large-scale production, the subject of exchange 
ha.s come to occupy a very important place in our econo- 
mic studies. It is a necessary link connecting the chain 
of production and consumption. Exchange implies the 
transfer of goods among the members composingasociety. 
In Economics, under the department of exchange westudy 
the voluntary two-sided transfer of goods, tlie ratios at 
which goods change hands, and the mechanisms and 
institutions by whicli this arrangement is brought about. 
If Mahendra is willing to part with his watch in con- 
sideration for Pratap’s tennis racket and Pratap is also 
prepared to part with his tennis racket, in order to obtain 
BLahendra’s watch, an exchange between the two can take 
place. Thus', in an act of exchange there are two parties 
each of which after comparing the utility that would be 
lost on parting with a commodity and the satisfaction 
that would be derived on receiving another's commodity, 
voluntarily exchange goods for those of another. 

The need for exchange arises out of the division of 
labour. Every producer now-a-days specializes himself 
in that branch of productive activity in which he finds 
himself comparatively most efficient and depends for the 
satisfaction of his various wants upon the system of 
exchange. As a rule, every person now parts with that 
amount of commodity or service of which he has a surplus 
and obtains by exchange that of which he feels a shortage, 
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In the absence of exchange everybodj would have been 
obliged to produce all tho^e things required by him with 
hia own hands It would have involved indescribable diffi- 
citlties besides an enormons amoqnt of wastage of time 
and resources It is by means of exchange that the eoo* 
nomic cycle of elTorts ami their satisfaction is made com- 
plete Exchange has assomod such a growing imporUnce 
that nearly all the wealth that is created is produced in 
older to be exchanged 
Advantages of Exchange 

" I Exchange enables people and oonntiies to utilize 
their jintnral re^onrce^lp the best advantage Each 
country Kpeclairzes in the production of that commodity 
for which It is best fitted This increases the National 

^Vealth of Uie country — 

2 Each man adopts^ that oooupaticn for himself for 
which he lias got the necessary luclfhation ami aptitude 
This increases the productive capacity of each imliiidual 
worher 

8 It enables each country to dispose of its surplus 
products which would have been'useleTs'btberwiie At 
the~time"?! calamities or wars oi famines, we can easily 
depend upon the products of other nations- 

4 Escljftiigfl enlarges the aren_Qf^arketjj^ increaw 
the scale of produolion, mid brings about*”ina«y other 
improvements lu machinery ami methods of production 

5 We are enabled to got through exchange many 
commodities which we would uot have cousnoied otlifi* 
wise 

The Forms of Exchange 

There are two forms of exchange, mk , 

1 Exchange by Barter 

II. Exchange by Sale and Purchase 

J, Bjfri fi- 
ll the transference of goods takes place directly, tbatis, 
by the direct exohaiigeof commodity for commodity with 
out the luterveiitiou of money, it is called hatter Even 
today, barter system of exchange is obtainable m those 
communities which aie economically weak and commep 
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eiallj undeveloped. In many of the interior village.s o^ 
India, pa 3 'ments to field labonrens and village arti.saus are 
generally made in kind and not infrequently', a zamindar 
is seen exchanging his bullock directly for a horse of 
another without the intervention of money. 

Inconveniences of Barter 

As a result of the growth of division of labour and 
the consequent economic interdependence of persons for 
Otheir mutual gratification of wants, the inconveniences 
attendant upon barter system of exchange began to prove 
a great clog in the progress of the community' by' obstruc- 
ting the exchange of marketable articles freely and 
q^uickly. The main difficulties and inconveniences in- 
volved in exchange may be briefly summarized thus : — 

(1) Lacii of double coincidence of icanfs. The funda- 
mental inconvenience of barter, as Prof. Chapman writes, 
arises from the fact that, for each act of barter, a double 
coincidence of wants is a prerequisite, By this expression 
we mean that before an exchange of goods can be eflTeeted 
directly, ‘the man who has a superfluity of one thing and 
wants another, must find a second person whose super- 
fluity and want are reciprocal to his own.'’ Thus, a far- 
mer who has superfluous wheat and wants to exchange 
it for cloth, must not only search for a cloth dealer, but 
for such a cloth dealer who has the superfluous cloth and 
at the same time the willingness to have his wheat in 
exchange, This sort of .search from door to door, before 
barter can take place, involves a tremendous amount of 
botheration and an incalculable loss of time. 

(2) 2'he awkwardness of accommodating units of sales 
to units of purchases, or the difficulties of division and sub- 
division loithout loss of value. The second important 
difficulty experienced in exchange by barter^'is that of 

. 'accommodating units of sales to units of purchases. 
Supposing, a cultivator who has a surplus horse with him 
wants to get in exchange by the system of barter twenty 
yards of cloth, a chersa (a leathern bucket), four spades, 
eight sickles, two rough blankets, and a few other sundry 
articles, it seems well-nigh impossible for‘liim to find out 
a person who can supply' him all his requirements and 
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accept Jii eicliauge bis surplus horse If he is not able 
to hit upon such a person, tmttiraHy he cannot be exjieo 
ted to part away with two legs and two ears of his liorse 
111 exchange for, say two blankets, as the valao of the 
whole will be deatrojed by thus chopping away a smaller 
portion from the complete unit Thus^ the difficulties of 
sub division in exchange withont loss are clearly maiiilest 
in a system of barter exchange 

(3) Wani of a common denominator of tahie Tim 
third great difficulty arises from the fact that iii a state 
of bifter there is uo provision for a oonjraoii denommstor 
of value by which we can measure and compare the tallies 
of the different goods to bo exchanged As every com 
modity, in the absence of a oommoa medium of exchange, 
has got to be exobanged for a large number of commodi- 
ties all differing in kinds and values, therefore, much 
diffioultj 19 expertenoed in settling about the rate at 
which exchange of goods should take place , and eieii if 
we were to furnish a bsr indicatiog the value of esoh 
commodity in terms of nearly all other exchangeable com* 
modities, it would form a most leugtby, complicated aod 
an almost impracticable process 'Ihe result is that them 
IS an endless higgling over the seltlement of the bargain 
and consequent waste of time to the excbaDging parties 

If. Sale and Purchase 

These difficulties and drawbacks led to the iiitrodac 
tion of money as a common medium of exchange am! the 
division of one exchange transaction into two separate 
and dislinot operations, called “sale and purchase’ This 
system has facililated exchange to a remarkable degree 
By this method tre are no longer required to exchange 
goods for goods and put to any difficulty in the search of 
a man who can satisfy onr diverse requirements People 
now sell their articlea and sertices for money and wilh it 
they purchase all the necessary articles required by them 
The former of these exchange transactions is called salt, 
and the latter pm citflsc Thus, under the system of sale 
and purchase goods are transferred with the intervention 
of money and as such the value of commodities is now 
expressed m terms of money paid for them 
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^Both Parlies gain in Utility by Exchange 

It. must be emphasized at the outset that in an act of 
voluntary exchange there accrues a gain to both the par- 
ties, unless one party is abnormally wea k or ignorant. In 
the following illustratioiTTitTwiTTbe shownTTow both par- 
ties tend to secure a gain in utility in an exchange tran- 
saction. Let us assume that two farmers one having a 
stock of rice and the other possessing a stock of sugar 
want to exchange some amount of their commodities bet- 
ween themselves. For the sake of brevity let us call 
them A. and B respectivelj'. Now A has a stock of rice 
but wants to have sugar ; while B has sugar but wants to 
have rice. Before an exchange transaction takes place 
between the two, each will compare the degree of satisfac- 
tion to be derived from the quantit}' of a commodity to 
be gained and the satisfaction lost by parting with a cer- 
tain quantity of a commodity. If the satisfaction expec- 
ted to be derived from the incoming commodity is at least 
equal, or outweighs the satisfaction of the outgoing com- 
modity, an act of exchange between the two may be effec- 
ted, If after the usual process of bargaining, A consents 
to part with one maund of rice for one maund of sugar 
and B also agrees to exchange one maund of sugar for 
one maund of rice, it clearly shows that A expects to get 
at least equal or greater utility from one maund of sugar 
than from one maund of rice already in his possession, 
and B also expects to obtain at least equal or greater 
satisfaction on receiving one maund of rice from A than 
, on keeping one maund of sugar with him, Hence, there 
accrues a mutual g^aiii in utility by exchange because by 
this process both parties get that commodity the utility 
, of which to them is higher than that of the commodity 
. which they give in exchange. ' The following table illus- 
■ Irates the above fact : 
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Units 1 

Utility of 
Hice to j 
A 

Utility of 
Sugar to 
A 

Utility of 
Ulce to 

B 

Utility of 
' hugftr to 

B 

1 

70 

80 

00 

1 70 

o 

60 

bO 

GO 

GO 

3 

1 30 

* 30 

30 

30 

Total 

Utilitv 

160 

j 170 

160 

160 


A bj exchanging 3 units of nco for 8 units of sugar 
gains 20 units of uiilitj, simi!ari> B gams 80 muts of 
utility, bj eschangiug the 3 uuits of sugar for d units of 
rice • 

I It n&ed to be argued that m excliaiigeif one part) 
[benefits, the other party must neoes&anly lose Ihis be 
lief, however, is erroneous Zu coiitiimatioii of tlie 
preuous illustration it may be repeated that A has a 
stock of rioa and B that of sugar — in cxoess of their own 
requirements In the absence of any e-cohange, if both 
of them wore to continue the ooDsumjition of tlioir owi 
commodity it is sure, according to the Law of PuQi 
ji^ishiDg Utility, the utility~ot ttr^u^es«t ive ~iuii[^iU go on 
coulmtnJTRly'^iUitnniiTug'iuul'nie marginal utility may fall 
to zero, if the stooU of the commodity happens to be tod 
large A has a surplus stock of nce end as such it wilt 
have smaller degrees of utility than sugar whiob he keenljt 
desires to have Side by side 11 has a surplus stock ofl 
sugar and as such it will {ia\o smeller degrees of utiht)' 
than rioe which he strongly wants to possess Hence 
the utility of one mauud of sugar to A and of one tnatnid 
of noe to B must be very high as m each ca«e the m 
coming commodit) satisfies a iiiuch •'trouger and more 
intense desire By giving one ttiannd of rico and recei 
Ting 0)16 maund of sugar, A loj.e3 Jc'S nlility m the 
deprivation of rice than what he obtains m the acquisition 
of sugar 'ihis oniinlli. in * "li troll PhU'. l« 
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view of Llie fact that a commodity having less utility is 
being exchanged for a commodity having a higher utility 
there is an accretion of utility to both the parties. Simi- 
larly, if the exchange transaction is carried on through 
the medium of monej’, the utility of the commodity pur- 
chased is at least equal if not greater than the utility of 
the money given. If that is not so, no exchange can 
take place. Jevons has, therefore, defined exchange as 
the “barter of the comparatively superfluous for the 
comparatively necessary.” 

The Meaning of Value and Price 

The term ‘value’ is used ordinaril^^ in two different 
senses, viz., (i) value in use, and (2) value in exchange. 

‘Value in use’ expresses the utility or importance of 
some particular object. It is a subjective phenomenon 
and refers to the want-satisfying capacity of a commodity. 
When we say that iron is more valuable than gold or 
that the value of wheat is greater than that of diamonds, 
we mean, thereby, that iron and wheat are more useful 
and important as they satisfy more urgent wants than 
gold and diamonds. 

‘Value in exchange’ of a commodity means the power 
of its being exchanged for other commodities. In short, 
it means the quantity of other things that can be had in 
exchange for the thing offered at any given time and 
place. It is an objective phenomenon and refers to the 
rate at which the commodity exchange for others. For 
instance, if two portable gramophones are exchanged for 
one portable Remington Typevyriter, we say that the value 
of two gramophones is one Remington Typewriter and 
that of a Remington Typewriter is two portable gramo- 
phones. Therefore, ‘value in exchange’ is a relative term 
and implies the relation between two commodities at a 
-particular time and place. If a commodtiy can command 
in exchange for itself a large quantity of other things at 
a particular time and place, its value is high ; if at any 
other time it secures in exchange onl}’- a smaller quanlitj' 
of other things, its value is low. 

In order to avoid ambiguity and confusion it is thou- 
ght better by economists to restrict the use of the term 
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2. i\Ieans of transport and commnnication such as 
roads, railwaj's, navigable rivers, telephone, telegraph and 
radio, etc., vdiich enable a cheap and rapid transfer of 
commodities from a place of plenty to a place of scarcity. 

3. Sfarkets where the exchanging work is carried on. 

4. Money which is designed to serve as a medium of 
exchange. The superstructure of banking and credit is 
also based upon the existence of money. 
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MAIIKCTS 

The Heoes'‘»}3 foi extbauge an<} markets arises only 
when division of labour is introduced tn the economio and 
industiial activities of a society and when each pioducer 
begins to engage himself iii that special branch of 
productive nctivit} in which he finds himself relatively 
efficient Each producer now specializes m some 
particular calling and exchanges lua products and services 
for the products and services of others through a commou 
luedutin of value as accepted by (be society lu moderu 
times almost every producer produces for selling or market* 
ing his produce As a rule it may be affirmed that every 
efi^ort directed towaid the specialization of poductiou 
results m the creatiou of further opportuiiities for 
exchange and marketing Hence, the exchange of com* 
modifies and the presence of markets where the exchanging 
business among a group of buyers and sellers is earned 
on, have come to be regarded os important features of 
onr modern economic life 
Definition of a Market 

In popular language, the word ‘market’ refers to a 
particular place, building oi enclosure where sellers and 
buyers with several kinds of articles congregate for the 
purpose of sale and purchase In Economic®, lioivever, 
the term market is not confined to any particular locality 
nor does it lefer to any market place wheio all kinds of 
provisions and other goods are offered for sale and 
purchase, but it chiefly refers to a particular group o' 
biiyprs and sellers of any commodity who compete so 
closely with one another that the price of that comiuoclity 
teuds to be the same throughout that region in which 
they are found to be scattered Curnot defines a iiiaike 
thus “Eoonomists understand by the term viatlel not 
346 



MARKETS 


347 


any particular market-place in whicli things are bought 
and sold, but the whole of any region in which bu3'ers 
and sellers are in such free intercourse with one another 
that the prices of the same goods tend to equalit3- easily 
and quickl3*.” Or again as Jevons saj's ; “Originally a 
market was a public place in a town where provisions 
and other objects were exposed for sale ; but the w'ord 
has been generalized, so as to mean anybody of persons 
who are in intimate business relations and carry on 
extensive transactions in any commodit3-. A great city 
may contain as many markets as there are important 
branches of trade and these markets may or may not 

be localised The traders may be spread over a whole 

town, or a country, and yet make a market, if they are, 
by means of fairs, meetings, published price lists, the 
post-office or otherwise, in close communication with 
each other.” Thus, in a perfect economic market, where 
competition among bu3’ers and sellers is in full pla3', 
there is a strong teudeuc3' for the same price to be paid 
for the same article at the same time in all parts of it, 
allowing for the cost of transporting it from one part of 
the market to another. 

The conception of an economic market would not be 
complete if it is not explained that even for the same 
commodity there may be as many markets as there are 
diflfereut groups of exchangers engaged in the sale and 
purchase of that commodify, iudependenti3' of each other. 
Thus, in respect of a particular commodity in a particular 
region there may exist dillerent markets for it. ‘The 
retail market in a commodity such as tea is quite distinct 
from the wholesale market in the same commodity, 
Hetail grocers compete directly in one market to purchase 
tea from the wholesalers ; but this market is quite 
distinct from that wherein the wholesalers themselves 
compete to biy supplies from the actual producers.’ 

The Evolution of Markets 

The markets, in view of the expanding requirements 
of trade and commerce, liave undergone various types of 
changes and improvements. The various stages in the 
development of markets have been classified into four 
divisions. 
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1 LocalizaUon of mark^ A.t a particular raiikel- 
place, where buj ers R«d sellers agree to meet for ex* 
change trao^aotions aud where TOveral kinds of goods are 
exhibited for sale, neither the sellers have to search for 
the biijers nor the bujers have to make a troiible'ome'' 
seaich for the sellers On account of a close nssociahoii-' 
and lieeu competition among buyers and seller®, the price 
of an article tends to equality for the same article at the 
same time, because the bn3ers, bejond a particular puce 
ruling at one time, would not be prepared to pay a 
higher price, and sellers would aUo not like to sell below 
that price unless they can ailord to do so The extent of 
a localized maifeet usually depends upon the a\ailabi!ity 
of transport facilities 

2 Dealing hg sample Before tlie iiHioductioa of 
the bale of goods by samples the selleis used to transport 
their goods to the market-place in the expectation tliat 
boine purohaaerg would come forward to doinaud tbeir 
goods Buyers used to come and settle prices, and if 
the prices arrived at liiroiigli bargaining and higgling 
prove 1 somewhat uiifaionrablo to the bolleia, they seldom 
took then goods back hs they had nlrettdy incurred the 
expenses of transportation. These and other lucoii 
vemeuoea aie removed when the system of sellitiggooih 
by sample is substituted for the actual goods to be sold 
The sample can bo haudleil and carried much more easily, 
and goods can now be sold »« a distant market withoni 
their actual transportation m bulk By this means tlio 
expenses of traiisporling goods are reduced oi eliiniuated, 
the area of the market is increased, and competition 
becomes keener and much more effective 

3 Dealing hg qt ade The system of marketing goods 
by grade was a fnrther development in the growth of 
certain markets There are eertniii commodities which 
can be conveniently classified according to their different 
ipixaiVih-er i’iTi‘u' s<SiVTKl gmx^ar etcinV 

respects from other grades To each grade of a coia* 
inodity 19 assigned a distiiigaishaig mark or name so that 
the prospectJie buyers, without actually exainiiiing the 
commodity or its samples, can purchase in distant inarketi 
by simply quoting the uame oi mark of the grade wliicB 
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they want. In the case of gradable commodities, like 
cotton, jute and wheat a resort to samples is rendered 
almost unnecessary. The inti-odnetion of selling by grade 
still further enlarges the area of the market and makes 
•the market more perfect bj' making competition more 
effective within all parts of it, 

4 . Differentiation or specialization of markets. Origiu- 
all3' the market is a mixed market in which several kinds 
of goods are exhibited for sale and purchase. But with 
the expansion of industrial activities and commercial 
requirements and the development of transport facilities, 
the market tends to grow more specialized. It no longer 
remains a mixed market, but for the sake of commercial 
convenience and efficieucj^ it is divided into specialized 
markets, such as the fruit aird vegetable market, textile 
market, grain market, sTiaraffa, etc. 

Classification of Markets 

Markets may be classified according to space or time 
and maj' be termed as Place Markets and Time Markets. 

A place market refers to a region over which it 
extends. A time market refers to the duration of time 
taken by the forces of demand and suppl}' to be completely 
adjusted. 

Place Markets 

A market in regard to area may be local, national or 
international. The area of competition governs the area 
of tlie market. If the competition in respect of a particular 
commodity is confined to the buyers and sellers of a 
particular locality, the market for that commodity is 
called a ‘local market.’ Generali}^ the market is local for 
that article which is perishable or bulky or which satisfies 
only an individual need or local I’equirement, e. g., 
vegetables, bricks and grass have a local market. Again, 
if the competition for a particular commodity is found 
among the buyers and sellers scattered over the entire 
country, then that commodity has a ‘national market.’ 
An international market is that market in which the 
competitiou among the sellers and bu3mrs for the sale 
and purchase of a commodity is woidd-wide. Such com- 
modities as golcj, silyer, wheat, gngar, cotton, jute, iron, 
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petroleum, etc , which aie demaccled all over the world 
ha%e iiileriiatioiial markets 

Time Markets 

‘Jlaikets with legard to the period of time 

which IS allowed to the forces of demand and supply to 
bring themselves into eqmhbrinin with one another” 
According to time maikets msj be classified as 
follows — 

()) Ihe daily mail ei In a dailv ^ markef the snp^yof 
a coramodit} is more or le ss filed ami can not he chau^il 
in response to the changes i n deman d Ihe price m the 
daily market is fixed by fhe^Temporary equilibrium of 
demand and supply iti which t he demand plays a n impor- 
tant part while supply remains a pass ive a gent As there 
IS no time to luoiease or decrease tlie amount of supply to 
meet the increased or decreased demand, it is the utility 
of the commodity that fixes the prices of commodities 

(h The short penod market In the short period mar 
ket, time is not sufficient to ebauge the factors of prodao* 
tion to meet the changes m demand Supply during a 
short period is variable to a certain extent only t^ith the 
help of the existing factors of production, e g , it the 
demand for a commodity increases, the supply will tend 
to iijorense by utihzing the less efficient existing factors 
of production and naturally the cost of production would 
tend to increase, and if there 13 a decrease m demand, 
only the most efficient factors of production will remain 
111 service resulting in a lower cost of production per unit 
than before Thus, we see that in a short period market, 
supply is not as passive and fixed as in a daily market 
but still the demand plays a predominant part and fixes 
the prices of commodities 

(hi) The long period market In such a market, all the 
factors of production get sufficient time to adjust them* 
selves to the changes m demaud Increased demand will 
be met by increasing the supply with the aid of the n^ew 
factors of production while decreased demand is satisfieti 
by decreasing the supply In short, there is a complete 
adjustment of supply to demand lu n Jong period market 
Supply plays a more prominent part and prices tend to the 
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level of the cost of production of the commodity. No pro- 
ducer would sell his comraodifj' below the cost price ; he 
will close his business instead of doing so. .Similarly, the 
prices of commodities cannot be higher than their cost of 
production, as this inducement of an extra gain will tend 
to increase the supply of those articles to bring the prices 
to the level of tlie cost of production. Hence prices, in 
the long run, cannot be permauentlj' higher or lower than 
the cost of production. 

Boundaries of a Market 

M arkets ten d to grow w.ider jnHheir .extent with , 
improvements in the means of transport and communica-" 
tion. Good roads, cheap railwaj’-s, secure steamships, i;apid 
air service, convenient telephony, telegraphy and radio- 
graphy have all a noteworthy tendency to extend the 
boundaries of markets enabling the buyers and sellers, 
scattered over a wide region to obtain reliable informations 
regarding the present and the prospective course of the 
market prices. Before the introduction of these devices, 
the transportation of goods from one place to another was 
very slow, expensive, inconvenient and risky, in conse- 
quence of which, markets for many of the commodities 
barring a few articles of luxury were confined to the 
locality of their origin. Formerly, marked variations in 
rates were noticed even in the adjoining localities because 
of the high cost of transport and lack of any specific 
information regarding prices. But at the present day, 
free competition among buyers and sellers, I'apid and 
regular means of transport and communication have made 
it possible for the buyers and sellers to compete with one 
another for the same supplies and to bring about an equa- 
lization of prices of the same commodity in all the 
markets. 

iii) A second condition necessary in the extension of 
markets is the existenca.of . confidence, .peace mad^eoitrity ^ 
in. the countr3\ If there is perfect security from fraud 
and burglary, if the claims of creditors are respectfully 
recognized b}^ the authorities, then dealers would not 
hesitate to .send their goods, in case it is profitable to do 
so, even to the very ends of the earth. Hence, Govern- 
piental security and commercial honesty and stability are 
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and tea are world-wide, because the 3 ’ are in universal 
demand, and secondly' because they have a very high value 
in proportion to their bulk and weight. 

'3. Suitability for grading and sampling. Those com- 
modities which are cognizable and suitable for sampling 
-'and grading enjoy wide markets, as the purchasers with- 
out having any personal inspection of those commodities, 
can place orders in distant countries b}’^ quoting their 
distinguishing marks. As the grading is very frequentl}' 
done bj^ an independent expert authority, there are 
-practically no possibilities of adulteration. Wheat, 
cotton, tea, jute and sugar are .some of the important 
commodities which can be .suitably ola.s.sified and graded 
into separate classes as a result of which they can com- 
mand V 6 r 3 ’ wide markets. 

/ 4. Imperisliahilitij . Perishable commodities like fresh 
fruits and vegetables, fish, milk and meat which cannot 
stand transportation over a long distance have a ver 3 ’ 
narrow market. On the other hand, durable articles 
enjoy wide markets. For instance, the quality of barley 
and oilseeds will not undergo any deterioration, if it is 
kept for a long time and transported to distant countries. 
But it may be mentioned here that with the introduction 
of scientific packing, refrigerating vans and cold storage 
facilities the markets for perishable commodities are also 
growing wider and wider in their extent. It is due to 
the rapid means of transport and the scientific improve- 
ments introduced for the transit and storage of per- 
ishable commodities that many of the commodities have 
now come to acquire world-wide markets which were 
only a few decades back confined to the locality of their 
origin. 

5. Supply of the commodity. An article the supply 
of which is limited cannot expect to have a wide market. 
For a commodit 3 ' to have a wide market, it is necessary 
that its suppl 3 ' must be large. 
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THEORIES or VALUE 

Having explained and emplia^ized tlie natnre and the 
necessity of exchange and discassed the importance of 
markets, it now remains to be examined how commodities 
exchange hands and on what terms and conditions such 
an exchange ratio is determined It may well be asLed 
why a particular commodity is exchanged for a particnlar 
commodity, or for a given price and not for more or le«s 
price, and how an adjustment is brought about between 
the amount demanded and supplied in a market where 
every producer produces for sale irrespective of any pre 
vious ai raiigement or agreement with his fellow producers ? 
Whj do the ratios m which they exchange vary from time 
to time ? These problems lead us to the con«ideration 
of the principles goveimug the exchange power of a com* 
modity or set vice Since the time Economics began to be 
studied lu a oritica! spirit, vanons important theories hare 
been propounded to explain the detercomation of values 
and prices Hut in order to understand clearly the 
modern theory of value, a brief review of the preceding 
theories seems expedient at this place 
The Labour Theory of Value 

Although expounded originally bj Adam Smith and 
Ricardo, the Labour Theory of Value is generally 
associated with the name of Karl Marx, the great socialist 
thinker, who undertook great many pams in its exposi 

i tion and development Adam Smith regarded labour as 
“the real measure of the exchangeable value of all com 
modifies ” He states “Labour is the only universal as 
wmV &s rtW irniy* iwunraifo raeusom inf vsiW, in“ Alw* 
standard by which we can compare the values of dififereiit 
commodities at all times and at all places ” Ricardo held 
{obour ns ‘ the foundation of all value, and the relatir® 
354 
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quantity of labour (applied to produce commodities) as 
almost exclusiveh* determining tlie relative value of com- 
modities while Karl Marx speaks that the “value of 
each commodity is determined by the quantity of labour 
expended on and mateiialized in it, by the working time 
necessary, under given social conditions, for its produc- 
tion.” Briefly, the exponents of labour theory believe 
that value of anytliing is determined by the amount of 
labour that has been spent upon its production. Like 
Kicardo, Marx also recognized the presence of utility as 
absolut6l3' essential to value, but due to its variability, he 
disregarded utility as a factor necessary in the determina- 
tion of value. 

The labour theor3' of value seems to be entirel3' un- 
tenable and impractical in its oonehisions, on account of 
the defects reproduced below : 

(?) If the amount of labour expended in the produc- 
tion of a commodity be regarded as the sole source and 
measure of its value, a very serious difficult}’ arises oou--', 
nerning the unit of labour that .should-fie takmi tor pur- / 
■pTOes-ofnnWsTiTtirg'V^l'uesI JSy IvliaF'sf a 'n'd'ar'd'aTe ' 'we " to ; 
measuf 6 ~aKd’”cKrniiare'"an hour’s labour bT'~air'unsk 1 irea i 
wbrlfmanTwitEli ir KbuFslabon’r o f a'^c 1 erlf,"'t'hF'wrifeVi the ;• 
e'ngineei^~o'Ktlie en tre prene nr. ,? Marx, in spite of "his" all 
ingenious arguments, could not give a .satisfactory expla- 
nation of tte standard by which various grades or qualities 
of labour should be evaluated and compared ? The 
qualitative differences can hardly be reduced to qtiantita- 
tive differences. 

(ii) It not only treats the problem of value from the 
side of supply ignoring altogether t he vital factor of, 
demand as a determinant of value, it also ^brushes aside 
tlTe~cIai ms of all t he ^ac^rs of production except laliouri 
r Labour, "we know, cannot produce'" anything' ■'wit 1 fdift''"th 8 
co-operation of land and capital, and as the latter cannot 
be had freel3’, they must cost something to those who wish 
harness their services, 

(???) If the value of a commodity is determined b3’ the 
labour expended during its production, then why does Uie j 
value show fluctuations from time to time afterlt has been i 
produoed'antl placed in th e m arket ! Kof, it gives any 
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\ explanation of the value of those coramoduies wluclj, on 
» account of their scaicity, bring high prices 

(iv) It does not explain the supposed “paradox of 
vf^ues whereby things with re lativ ely little “imfulness 
may~liave high value lu exchaiig t and i lce uTsn 
The Colt of Production Theory of Value 

Like tho labour theory, the cost of prodiictioi theory 
regards the piobletn of value from the standpoint of 
RUpplj alone The theory states that the value of s 
ofmimoduy is determined by the oost of the vanon« 
factors employed in its prodnotion Besides labour, it 
emphasizes and includes the services of other factors of 
pioluotion in tho determination of values ^ItUsim 
inarizes the theory in the following words ‘ The cost 
of production together with the ordinary profit, may, 
therefore be called the necessary price or vnlne, of a!l 
tilings made by labour and capital 

Obviously, tins theory seems to be more precise and 
scientific ui its exposition, as it slates that under free 
competitive conditions, the price of an article must at 
least cover the cost of production if its produotioti is to 
be contniued Ihe high profits accruing from higher 
prices over cost ternl to attract more competitors m c6d 
sei^uence of whioh the supply gets increased and the 
prices tend to equal ihe cost , wlule the low profits tend 
to drive away the producers to more lucrative fields 
bring about a shortage m the supply and a rise ui the 
prices 

The cost theory, however, equally fails to provide a 
correct explanation of value and like the labour theory it 
IS also subject to the following ciitioism 

(i) The cost theory treats the question of value from 
tho side of supply only and ignores the side of demand 
or utility m the determination of value 

(u) It does not furnish any allowance foi misdirected 
application of the factors of productiou How can a 
machine built at an enormous expense of labour and capi 
tal command a value in the market, if it fails to move 
aud work, or why the consumers should pay a high price 
for a particular commodity, it its cost of prodi^ction js 
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made unduly higli owing to tlie negligence or bad eco- 
nomy of the producer ? 

{Hi) If the value of a commodity is determined by its 
cost of production, then the theory offers no explanation 
for the value of those commodities which practically involve 
no cost of production. The price of such rare articles as 
famous pictures and statues and meteoric iron depends 
more on the demand of the consumers than on the cost 
of production. 

{iv) The value of a commodity changes from time to 
time and from place to place. The cost of production 
theory does not explain why value changes after a thing 
has been produced and placed in the market for sale. 

{v) The cost of production of a commodity varies from 
firm to firm and under free conditions of competitive 
forces one single price rules at a given time in a particu- 
lar market. The cost theory fails to give a satisfactory 
explanation as to whose cost of production determines 
value though it is maintained by the exponents of the 
theory that the value' depends on the cost of production 
of the marginal firm which just manages to carry on the 
production of the commodity. 

The Utility Theory of Value 

The utility theory of value, advocated by .Jovous and 
the economists of the Austrian School, states that the 
value of a commodity is determined by utility or demand. 
It was considered by the exponents of this theory that 
the value of ‘ a commodity cannot go higher than the 
amount of utility to be derived from its consumption or 
acquisition, and if the value exceeds the prospective 
utility, the commodity would no longer be demanded as a 
result of which production would cease. 

Like the labour or cost theory, the utility theory of 
value is one-sided, and is objected to on the following 
grounds : — 

(i) It deals with the problem of value from the side 
of demand and overlooks the conditions of supply 
altogethei'. 

{ii) If utility is the determining factor of values, the 
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v aluej f a particular commodity o£ the same quality and 
quantity shoald_yaty from individual to individual as 
each man according to his^xrealtli ' an d intensity of Ins 
desire possesses different^ utilities the a rticle' — Bol 
under actual market conditions one single price rules at 
a time for the same article irrespective of the means and 
desires of the buyers 

(ill) According to the utility theory the value 
of those articles (e g , food and drinks) which have com- 
paratively high utilities should be high while the value 
of those articles (e g , diamond, gold and silver) which 
satisfy relatively less urgent wants should be low But 
in actual conditions of economic life the value of a com- 
modity IS very often inversely proportionate to its utility. 
This go^s far to contradict the theory 

(to) The theory in ila modified form states that the 
value of a commodity depends on its final utility or 
marginal utility, i e , the utility derived from the last 
mat of purchase The price which a buyer is wilhng to 
pay for the marginal unit will be paid foi all the 
purchased by him at a given tune But marginal utilit y 
lUelf shows vunabiliiy dependin g to a great e'xLen t— 
on the price and the -8Upply/o T~\ commotT iiy:- ileiicei 
marginal utility by itself cannot govern the value of a 
commodity , 

Demand and Supply Theory of Value 

The demand and supply theory states that the 
exchange value of a commodity is determined by the inter- 
action of the forces of demand for and supply of that 
commodity m a market In order to bring out tlie 
salient characteristics of this statement, it would he good, 
if we explain it by the aid of a concrete illustration 

In every exchange transaction of a commodity there 
are two parties — a group of buyers and a group of oellers 
— each of which exercises a positive influence ui tiie 
ta’av? £W aV# aIauwa'a' kUe ,nrice 

of a commodity is determined by tlie utility to the 
purchaser, and if he is a sensible man he would, under 
ordinary conditions m no or«*o like to part with 
amount of money the utility of which js gieater to hua 
than that he expects to derive from the acquHition of the 



THEORIES OF VALUE 


359 


units of a commodity. But the desire to obtain the com- 
modity depends on its marginal utility, and, therefore, 
the demand price is measured by the marginal utility of 
the commoditj’^ to the buyer. If the marginal utility of 
the commodity falls below the marginal utility of money 
which he has to pay for in eschange, he will cease to 
buy it. For instance, a buyer contemplates to buy 15 
oranges. All the oranges being identical and interchan- 
geable the price which he consents to pay for the fifte- 
enth orange — the marginal purchase — would be the price 
for each of the entire stock of the oranges which he 
agrees to buy at that particular time. If the utility of the 
marginal purchase is just measured by one anna and, if 
he is the only buyer in the market, then one anna will 
be paid for all the successive oranges purchased. It is 
not the total satisfaction but the marginal satisfaction 
that determines the marginal demand price. Therefore, 
the maximum price of the bujmr is determined in relation 
to the marginal utility to him of the commodity beyond 
which he would not like to go in for it. 

On the-supply side, there are sellers engaged in the 
production and supply of the commodit}', which naturally 
entails some sacrifices and expenses on the part of 
producers. The sellers would not like to part with their 
commodity below the amount it has cost them to produce 
or acquire. Hence, the cost of production or the money 
value of the sacrifices they have undertaken in 
' producing and bringing the article to the market, fixes 
the minimum price below which they would cease to sell 
as any price lower than that would not remunerate them. 
Supposing the expenses of production to the orange-seller 
come to 3 pice per orange, then this sum will form 
the minimum price below which he will never prefer 
to sell. 

Thus, the buyer has a maximum price beyond which 
he will never go, but he will try to pay as little as pos- 
sible, The seller has a minimum price governed by the 
expenses of production of the commodity meant for sale 
but he will attempt to charge as high a price as possible. 
The actual price ruling in the market, at any particular 
time, will be determined by the relative urgency of the 
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seller to sell and the buyer to buy together with the 
relative bargainiug capacity of each party If the buyer’s 
deinatid is urgent and if he does not prove to be very 
skilful HI the art of bargaining, it is quite possible he 
might be made to pay the maximum price, i e , four pice 
per orange If on the contrary, the seller is m urgent 
need of disposing of his oranges and ins impatience to 
sell his product is also leahzed by the buyer, it is pos 
sible be may, by his outward indifTcrence, drag the price 
down to the seller’s mimtnuio i e , three pice per orange 
I Blarshail observes aptly "The price may be tossed 
hither and thither like a shuttlecock, as one side or the 
other gets the better lu the higgling and bargaiuiug of 
f the market " 

The above statement of the demand and supply theory 
of value, though simple and fiee from the complicated 
factois that we are toconsiderlateron, is none the less quite 
true ni essentials lu a market, where there is a hetero 
geneous group of buyers and sellers, the former having 
different tastes and means, and the latter liavmg varying 
expenses of prodootion owing to diffeiences m their 
natural endowments and managerial accomplishments, 
the value ot a commodity, pit the demand side, tends to 
be determined by the marginal demand price of the 
marginal buyei, and on the supply side by the marginal 
supply price or marginal expenses of production of the 
marginal hrm working under the most disadvantageous 
coudnious, but whose contribution to the total xiippiy is 
necessary to make the supply equal to the quantity dem 
ended at any time But it must al&o be pointed out that 
dfTU°n‘h *-iip] dy and p rjc&-aoUand-teiito t upon one another 
jDeinaud and supply are theoiselves atfeoted by price A 
rise 111 the price of a comioodity tends to increase its 
supply and diminish its demand , on the contrary, a fall 
in price tends to decrease its supply and increase its 
demand So the value of a commodity is determined at 
a point where the quantity demanded by the marginal 
buyers 13 approximately equal to the quantity oilered by 
the marginal sellers 

Equilibrium of Demand and Supply . Market Price 

By ‘equilibrium of demand and supply’ is under tood 
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that state of the market, at any given time and place, 
when, through the competition of buyers and sellers, the 
price settles at a point at which the quantity demanded 
approximately equals the quantity offered for sale, and 
the exchange, transactions take place between the two 
parties freelj'. Under such a state, the price at which 
transactions are carried on is called the market or 
equilibrium pidoe and the quantity offered for sale and 
demanded at that price is called the equilibrium amount. 

We have explained, elsewhere, the meaning of dem- 
and as an ‘effective desire’ of a commodity backed by 
the purchasing ability and willingness to use it. We 
also pointed therein bow, according to the law of dem- 
and, the quantity demanded tends to increase with a fall 
in price, and tends to decrease with a rise in price, other 
things remaining the same. 

By "supply” in Economics is meant the quantity of a 
commodity offered for sale in the market at a certain 
price and at any given time. Hence, supply has to be 
distinguished from stock. Stock refers to the total amount 
of a commodity available at any lime while supply 
denotes the actual amount of a commodit}’ forthcoming 
for sale at a given price. On seeing an unfavourable 
price, sellers usually keep back their stock in order to 
sell it at a favourable price. In the case of perishable 
goods like fish, green vegetables, etc., the stock and 
supply lend to approximate, because such commodities, 
owing to their peiishabilit3q cannot be withheld by the 
sellers for a long time. The law of supply states that 
with a fall in the price, other things remaining the same, 
the quantity of a commodity supplied diminishes while 
with a rise in its price its quantity offered at that price 
increases because even those producers who have produced 
their stock at a higher cost are enabled to place it on the 
market. As the price of a commodity' falls, its supply 
diminishes for many' of the sellers who were on the 
margin find it now unremunerative to sell at that price, i 
A supply schedule, like the demand schedule, is a list of 
the varying quantities of a commodity that, are offered 
for sale at different prices at any particular time and place. 

Having explained the meaning of demand and supply 
and having determined their inter-relationship with the 
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variations m prices, let us now seek to analyze the 
oonditiotis under which the market price is hxed and an 
equilibrium is brought about lu the market Let us as- 
sume the case of wheat in a local market where buyers 
and sellers are found competing m Us purchase and sale 
Each buyer comes to purchase according to his individual 
demand schedule, and so each seller comes to soil ac- • 
cording to his individnal suoply schedule Each buyer 
has his own maximum price but seeks everj*^ opportunity 
to pay as little as possible Similarly, each seller has 
his minimum price helow which he will not sell his wheat 
but welcomes every opportunity m the way of securing 
higher prices thau that At different price*!, different 
quantities of wheat would be demanded and supplied 
Let us assume the following hypothetical market schedules 
of demand and supply ou a particular day 

Suyers wtlltiig to buy At the price Sellers willing tc sell 


(Demand) 

(Permauud) 

(Supply) 

100 lids 

Es 6 

900 Uds 

200 „ 

,1 5 

800 „ 

300 „ 

.. 4 

650 „ 

600 „ 

3 

600 „ 

725 „ 

2 

325 „ 

1000 „ 

I 

160 „ 

The above 

demand and supply 

schedules may be 


graphically represented by demand and supply curies 
and the point of intersectiou will determine the point 
of equilibrium and the maiiet price at that particular 
time 

In the diagram given on next page DI) represents the 
demand curve, and bS tlie supply curve On reading it, it 
will be obvious to the readers that it is at the point P 
that the supply and demand curves intersect each other, 
and that the quantity forthcoming for sale is ]ust equal 
to the quantity demanded That is, the market price 
settled through the interaction of the forces of ifemanu 
and supply for the time-being is Es 3 per maund lhat 
at 110 other point there is any equilibrium of demand 
and supply at that particular moment pioves the non* 
existence of any other piioe It is not necessary that 
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all exchange transactions that take place on that parti- 
cular day in the market are effected at this particular 
price. It is possible that some eager bu 3 'ers might have 
purchased at a higher price while some eager sellers 
might have sold at a lower price than the market price, 
but eventually, through the competition of buyers and 
sellers, the price is so adjusted that the quantit}' dem- 
anded equals the quantity offered at that price. 



MfiMUtlS OF whC'.T SUPPLlEti OR 

Determination of Market Price 

Thus, it has been truly observed that the ‘ market price 
is the price ruling in the market at anj’^ moment, and 
represents an equilil5rium between demand and supply.’ 
It varies from day to day and in some cases from hour 
to hour according to the changes in demand for and sup- 
ply of a commodity. Market price is a very short period 
phenomenon, and as the supply is more or less fixed on a 
particular day and cannot increase or decrease in response 
to a rise or fall in demand, it is determined solelj' with 
reference to the demand or marginal utility of the buyers 
for the commodity. If demand rises, prices also rise ; 
while if demand falls, the prices also fall. In the case of 
perishable commodities, the influence of demand in the 
deteimination of market prices is most prominent. The 
supply plan’s a passive part in the determination of 
market prices. 
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Normal Price 

In our di3CU'>sion of the market price, it was pouUeil 
out that It was determined solely witii reference to demand 
and bad no direct relation to the expenses of production 
Market price is governed by the temporary relations of 
demand for and supply of a commodity at any given time 
Normal puce, on the contrary, refeis to the price during 
some period of time — a short or a long period—wliicii 
covers tbo expenses ol production of the marginal supply 
of the aggregate production during that paiticular period 
By expenses of production is meant the sums of money 
paid for the ^efForts and sacriBces’ that are necessary to 
the produotioii of a commodity, that is, for meeting the 
expenses of raw materials depreciation of fixed capital, 
interest and ln^utauce on all capital, wages of all kinds 
of labour, and earnings of management Iho normal 
supply price in any period, under free competition oust 
cover the expenses of production of the marginal firm 
whose sii]iply on the market is necessary to make it equal 
to the quantity demanded Bui in our dynamic society 
in which every factor— demand, supply, population, staii 
dard of living, metiioda of production, etc isever ohaug* 
jog, there is hardly realized a perfect equihbriiiBi bet 
ween the conditions of t.upply and demand, and hence, the 
normal ptioe is reached only temporarily It the ecouomio 
oonditions are static, that is, if demand is not disturbed 
by the change-j iii fashions, tastes and iiioonies of btiyere, 
an<] if the marginal expenses of production or the supply 
arc not being atfected by such factotb as new iiueiitiois 
and improvements in the methods of produotioii, fresh RO 
cumulation of capital, improved means of transport anti 
cammunicatiou, etc , then (he normal price tends to equal 
the marginal expenses of produotioii If the price is above 
the normal costs of tho agents of production employed iii 
producing a commodity, more producers will enter into 
coropetitiou putting forth an excessive supply oii the 

downwards to the normal price Conversely, if the price 
falls below the expenses ot production the supply will be 
shortened, and the price will rise again Normal 
commodity is the pivot around whicli its market crice 
oscillates 



THEORIES OF VALUE 


365 


Tlie distinction drawn formerl3' between the market 
price as corresponding to the “short period'’ and the nor- 
mal price as referring to the “long peiiod” is no longer 
accepted as a scientific conclusion. In fact, normal supply 
price exists both in the short and long period markets, 
and variations in normal prices take place in the long run, 
in accordance with the laws of productivitj'. j\[ar3hall 
states ; “The normal or natural value of a commodity is ’ 
that which the economic forces tend to bring about in the 
long Txm. It is the value which the economic forces would 
bring about if the general conditions of life were stationar}' 
for a run of time long enough to enable them all to work 
out their effect.” 

Short and Long Periods 

The terms short and long periods are verjr elastic, and 
are used in relation to the commoditj’’ under consideration. 
"What may be regarded as a short period for one com- 
modity may be taken as a long period for another com- 
modity. A short period is that period in which no suffi- 
cient time is available to increase or decrease the factors 
of production in response to a rise or fall in demand. 
For example, the supply in a short period in response to a 
rise in demand cannot be increased with the existing fac- 
tors of production so as to meet the demand fully. In 
short period the suppl3" will be adjusted by bringing into 
use the obsolete and discarded machinery, and b3' working 
more intensively on the existing plant with unskilled 
labour with the result that the cost per unit will rise. 
But the short period normal price has a marked tendency 
to equal the expenses of production under abnormal con- 
ditions. 

A tong period, however, denotes a sufficient time in 
which the factors of production can be increased or dec- 
reased in response to a rise or fall in demand. In the long 
period the price of a commodity is influenced not by the 
expenses of production determined by the existing applian- 
ces of production, but by the expenses of producing 
specialized skill and ability, suitable machinery and other 
material capital required for producing the commodity. 
In long periods the economic forces of demand and supply 
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get sufficient time anil opportunity to adjust themselves 
moie tlioroughli 

The Short Period Price 

1 The short period norma] price tefers to the price winch 
/covers the cost of the marginal su pply during the short 
period As the existing factors of pTotluHToii cannot be 
varied and fulij adjusted due to the changes in demand 
and puce during a -short period, de man d tends to exert a 

greater inflnenoe on the jd6terniinairo n--onhp ptice~_o{ a 

ooramcdity wiiile supply plajs no more than an indirect 
part Ml the determination of puce 

If the demand for a commodity increases leading to a 
n«e in price, piodiicers, in order to take advantage of the 
high price, will increase its supply to some extent by 
manipulating the existing factors of production, but a« 
the increased supply is obtained at a Ingher cost per unit 
duo to the abnormal conditions of production, the normal 
supply price will tend to increase than before the rise m 
demand took pla-'e Otlier things being egual, an lucrea 
, Red demand increases the supply in the market and raises 
the normal supply price in the short period 

On the other hand, if the demand for a oommodily 
diminishes during the short period, the supply will have 
to be curtailed by keeping a portion of the factors of 
production idle but without transferring the existing 
surplus factors of prodiiotion to other more profitable 
productive enterprises Moreover, it takes also some 
time to reduce the scale of production Prices will tend 
to fall because the existing factors of production cannot 
be given a full employment and supply cannot be adjusted 
to the new conditions of demand in a short period 

i Hence it may be concluded that a decrease in the 
quantity demanded leads to a fall m the price during the 
short period The extent of the fall m the price depends 
on the nature of the commodity If the article is of a 
perishable nature the fall in the price may be very rapid 
while if the article is storable the fall may be only a 
■slight one Although the influence of demand in Ino 
determination of the short period normal prices is very 
dominant, the influence of supply is no loss prominent 
for the producers tend to adjust their supply to the 
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demand as best as they can with the a.vaiiable appliances 
of production. 

The Long Period Price 

During long periods in which the factors of production 
can be increased or decreased in response to an increase 
or a decrease in demand, the normal price tends to equal 
the expenses of production of the marginal supply. 
Normal price in the long periods is the result of more 
stable conditions and permanent causes, as the adjustment 
of supply to the changed conditions of demand can be 
effected much more completely and efficiently. ITie rise 
or fall of normal prices during long periods depends upon the 
changed conditions of supply and the laics of productivity. 

If a commodity is produced under conditions of in- 
crea sing costs for, diminishing returns), the cost pnf unit 
of supplj' increases. The long period normal price tvill 
rise with an increase in demand and fall with a decrease 
in demand. When the demand rises (represented by 
the D'-'D" curve) from OQ to OS the normal price rises 
from PQ, to RS. Again, when the demand falls (repre- 
sented by the D'D' curve), a diminished amount of 
supply will be obtained at a less cost per unit, and the 
normal price will fall from PQ to LB, which is smaller 
than the old price. 



Normal price under increasing costs 

If the production of the commodity is subject to the 
Law of Constant Costs (or, constant returns) an increase 
6r decrease iu“tlr£f~ supply will not affect the price, as 
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Normal price under constant costs 


each sucoessiv^e unit can be had at the same cost In 
case there be a rise or fall in demand the price will be 
PS and LB respectirely trhioh i? equal to the old 
pno? PQ 

Let us now CKamme the normal prioe of aooromoditf 
subject to the Law of Decreasing Costs (or, inoreasiag 
returns) As the quantitj demended^jntireases, moreised 
K supp)> can be obtained at a less cost per unit of pro 
dnotiou through economies accruing from laige scale 
production, «iQitable busiiie'>3 organizatiou, and better 
mdiistnal mauagement Henoe, a rise in tbe demand 
foi a ooramoditjr, subject to deoreacing costs, leads to a 
fall in price during long periods Tbe normal price will 



Normal price pndef decreasing costs 
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be determined b}’ tbe marginal firm whose output is 
required to meet the supply. While if the demand falls, 
the price rises as the smaller quantit}' of production is 
obtained by the producers at a higher cost per unit. 

curve represents an increase in demand and the 
normal price RS is lower than the normal equilibrium 
price PQ. D'D' represents a fall in demand, and LB 
measures the normal price in the long period which is 
higher than the normal equilibrium .price PQ. 

We may now summarize the influence of an increase 
or decrease in demand during short or long periods when 
the oommoditjf obeys either diminishing returns, or cons- 
tant returns, or increasing returns. 


Nature of demand 

Short period 

Long period 

1 

D. R.| 

C.R. 

j I. R, 

I 

D. R. 

C.R. 

I. R. 

Increase in demand 

High 

1 

i 

High 

1 

High 

High 

Constant 

i 

Low 

Decrease in demand 

1 

Low 

Low 

Low 

Low 

! 

Constant 

High 


Prof. Marshall sums up the theory of value in the 
following statement : “.4s a general rule, the shorter the 

period which we are considering, the greater must be the 
share of our attention which is given to the influence of 
demand on value ; and the longer the period, the more 
important will be the influence of cost of production on 
value. For the influence of changes in cost of produc- 
tion takes as a rule a longer time to work itself out than 
does the influence of changes in demand.” 

SPECITLA.TION 

These are the days of speculation and in the settle- 
ment and fixing of market prices speculation is a 
necessary factor. It is that form of business enterprise 
which induces people to buy and sell in fiiture in the 
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expectation of a ri'ie and fall in the prices of man} im 
portaut commodities It is merolj a dealing in difFe 
rences Many clever businessman who have made 
speculation their mam business are able to forecast with 
considerable degree of accuracy all the changes m the 
future prices of commodities, and thus regulate their 
puroliases and sales with a view to earn sufficient profits 
Many ill informed amateurs also speculate without 
possessing the necessary knowledge and foresight about 
the tuture movement of prices and bring about their early 
rum I he present war has introduced a great deal of 
healthy and unhealthy speculation and has brought about 
the rum ot numberless amateuis and businessmen 

The real object of speculation is to bring about tbe 
equilibrium of demand and supply m the market and to 
stabilize the prices of many staple commodities Ihe 
healthy speculation helps to adjust present demand and 
supp]} to all the anticipated changes in those things and 
thus pievents large fluctuations m prices Consumers 
and producers all gam by stable prices and adjust their 
demand accoiduig to the anticipated changes Cnhealtb} 
form of speculation injures the interest of societj by 
creating wild fluotuatioos in prices It introduces the 
gambling spirit and afifeots all classes of persons very 
adversely All attempts of the various Government to 
ohecU tbe evil have nearly failed Unless some inter 
national agreement to limit the scope of speculation is 
brought into existence, no couutrj can get rid of uii 
healthy speculation 
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MONEY 

The Evolution of Money V 

The obvious difficulties and inconveniences involved 
in the barter system of exchange namely, the want of 
coincidence, the want of a measure of value and the want 
of means of subdivision, became manifest even in the most 
primitive economy, and at an early stage of civilization 
the community, in order to obviate all those difficulties, 
was forced upon to select by an express or tacit consent 
a commodity to serve as a basis for the measurement of 
values of various articles. In a community, where wants 
of the people are limited, division of labour is conspicuous 
.by its absence, and everybody produces with a view to 
satisfy his personal wants, the use of money does not 
arise. However, with the development of trade, commerce 
and industry, money came into use on a wider and larger 
scale. The selection of a third commodity, serving as a 
medium in every exchange and accepted freely by each 
person, in the belief that what he accepts in exchange will 
also be accepted by other persons, dispenses with the 
'difficulties which one has to encounter in bringing about 
'-the double coincidence of wants in barter. And it is this 
commodity, acting as a medium of exchange in payment 
for goods and services in a community, which is usually 
known as ‘money.’ Any commodity, maj' be called 
; ‘money,’ provided it is made to serve the functions of a 
common medium of exchange. Suppose by a common 
'understanding wheat is selected as the common medium 
of exchange in a particular community. Under such 
circumstance, it signifies that wheat is no longer required 
for appeasing hunger alone but it becomes, as Walker 
aptly remarks, ‘an intermediate thing in the commerce 
between producers and the consumers of any and of every 
article.’ The geperal p-cceptabiliby of wheat begins tg 
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facilitate exchange transactions to the great progress of 
the society at large The cultirator n-ho has a surplus 
bullock to sell aud wants in its stead cloth need not 
fritter away his energies lu fiinlmg out the cloth dealer 
who requires hi*, bullock and is ready to part with cloth 
111 exchange, as lie i^onid liave been obliged to do so 
under a barter economy, but he directly sells his bullock, 
111 the market lu exchange for wheat by which 
he oan purchase any other commodity he stands m 
need of Ihua, wlieat becomes the general medium of 
exchange and in such a community wheat may be called 
money because the owner of wheat can realize its value m 
terms of otlier commodities which he wants for his 
satisfaction at any time 

Therefore, general acceptability determined the use of 
a commodity as money in a community That one thing 
which was considered to be suitable, coavenient and 
valuable at a particular time was adopted as a medium of 
exchange or money At different stages of the economio 
development, different commodities either of a familiar 
use, or of an ornamental character have been used as 
money, eg , skins and furs in the hunting stage, cattle 
in the pastoral stage, food’grains in the agricultural 
stage, and metals lu the advanced economio stage, 
Articles of personal adornment like the wampum beads also 
served as a medium of exchange among Hed Indians at 
the time when early colonists migrated to America To- 
bacco leaf, packages of tea, dried coloured oahco, cacao, 
cowrie-sbelU, etc , have been used as instruments of 
exchange in difierent stages and places in conformity with 
the mode of economic life maintained by their inhabitants 
However, as society made progress in the sphere of trade, 
commerce and industry, these pnmitive forms of money 
proved inconvenient and were discarded for one reason 
or another — some were bulky and indivisible, whilst 
pNA’i'Aiseii.V tPivd iM'ju.vvJisiilp Jsv Aixiroi^ value 
In course of time precious metals notably gold and silver 
due to their better qualities came to be regarded as the 
most efficacious media of exchange and, m fact, in all the 
nvihzed communities of the world these money metal? 
have been accepted as money. 
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Characteristics of a Good Commodity Money 

Many forms of commodities used as money at one 
time or another were discarded because they were found 
wanting in certain essential characteristics which ought to 
be possessed by a money-commodity. In order that 
a commodity may effectively be used as money, it must 
possess the following characteristics. 

1. Utility. A commodity must possess utility and 
value in exchange independent of its money use, so that 
it may have general acceptability. Gold and silver satisfy 
this condition, for apart from their monetary use, they are 
universally prized owing to their usefulness and relative 
scarcity. In some respects it is the most fundamental 
attribute of a money-commoditJ^ 

2. Portability. In order that money may facilitate 
exchange transactions, a money-commodity must be such 
as may be carried from one place to another easily and 
cheaply. In other words, it must have great value in 
small bulk. Gold and silver can be transported from one 
place to the other corner of the world at a very low cost 
in relation to their value. 

3. Durability. The commodity should not only be 
durable but storable as well in order that it may effectively 
serve as a means of transference of value from one place 
to another and from time to time. If it is perishable and 
loses its q^uality or size through circulation or hoarding, it 
cannot serve as a common means of exchange. Gold and 
silver in their pure form do not last for a long time, but 
when mixed with alloy they imbibe the essential attribute 
of durability or indestructibility. 

4. Cognisability. The commodity selected as the 
money-material must be capable of being quickly and 
easily recognized so that the chances of defraud or counter- 
feiting may be reduced to a minimum. Easy and quick 
oognizability forms an essential attribute of a sound 
monetary system. 

6. Homogeneity. This quality implies that the physi- 
cal divisions of the money-metal must be con siste nt and 
uniform throughout. Sheep, horses, skins or furs lack 
homogeneity as they cannot be divided into separate parts 
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in huoh a way that each part posses!>es a uniform value 
Gold and siUer have a homogeueoite composition, hence 
they are suitable for the purposes of money 

6 Divisibility Tliere are many articles which lose their 
value it they are divided into different parts But gold 
and siUei are composed of such a constitution that they 
do not lose their value on division into any number of 
parts and their different parts can be re>united witliout 
losing their original value Precious stones lose their 
value when they are broken into separate parts and this 
IS why they cannot servo os money 

7 Malleability A commodity serving as money must 
be malleable and ductile, i e , it must be capable of being 
melted down, beaten and drawn out into desinble and 
convenient shapes, and imprinted with suitable designs 
Gold and silver satisly this coudmon in a Iiigh degree 

b Stability of uUue The commodity must possess a 
stable value if it is to serve as monej, for any rapid rise 
01 fall III Its value will bring about a conespoiuling change 
in the values ot other commodities Ilecnrnng iluotua 
tions in tho value of money prove luvanablj injurious to 
some groups of persons iii a oommunit>, nod a source of 
hindraiioe in tlie way of commercial and industrial pro 
gres'' Ihereforo, m the interests of a sound monetary 
system the value of money commodity should show vans 
tions from time to time or from place to place as little as 
possible That is to say, the purchasing power of money 
should remain fairly stable though perfect stability is ati 
impossibility Amoug the metaN, gold and silver specially 
tho former one has shown greater stability and steadiness 
in value because of the comparatively small annual supply j 
the existence of a large stock and a universal demaud 
for it 

As all the above mentioned oharaoteristics are found 
ID gold and silver to the highest degree possible, they have 
been universally accepted as money metals to discharge 
the functions of money 
Functions of Money 

from the inconveniences of larter, it is net <lifficu!t 
to form an idea of the functions of an intermediate torn* 
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moaiiy, commoiily called money. Monej’^, ifc must be 
understood, is not valued for its own sake but because its 
owner can claim on the goods and services of others in 
the community to the extent of his possession. Money, 
or different forms of if, toda^' has come to serve as noted 
below : — 

“Money is a matter of functions four, 

A mediu .ni, a measure, a standard and a store.” 

] . Medium of exclianger~^^s\\y it is the most im- 
portant function of money as it removes all the unsatis- 
factory conditions involved in barter and brings about 
transference of goods and services with utmost conve- 
nience, rapidity and economy. ,.It is in terms of money 
units that the values of other commodities are expressed, v 
It has been truly 'observed that the present complex y 
economic structure foundejl upon division of labour 
could not have achieved modern heights in the absence 
of efficient services of the labour-saving device of money. 

It is a general circulating medium of exchange and is 
accepted freely by everybody because everyone, accepting 
it in exchange of his goods and services, is fully confident 
of getting, thereby, the desired commodities he wants to 
consume at any time. 

2. Measure of value. As every commodity is excha- 
nged in terms of money, it becomes automaticallj? a basis 
for the measurement and comparison of values of all 
goods and services, exchanged in terms of a common 
medium. Instead of saying that a certain person’s wealth 
consists of so many different kinds of goods and services, 
his wealth is now measured in terms of money. The 
expression of value of an article in terms of other articles 
is made possible by the intervention of money, e.g., if 
ten seers of wheat are exchanged for one rupee and five 
seers of rice are also worth one rupee, then the ratio of 
exchange between wheat and rice is easily determined. 

3. Standard of deferred payments. In a community 
loans are contracted for a variety of purposes and the 
'repayment is generally made at a future dale, If at the 
time of repayment, the purchasing power of money differs 
considerably from that possessed by it at the time of 
advancing the loan, then some injustice would be done 
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to eilhei of tbe party concerned in the contract In the 
selection of roonej -commodity, therefore, it is lery neces- 
sary that Its value should show the least variations thongh 
absolute stability m the value of money is not possible 
But as all debts are incurred or repaid in money, it m- 
oidentatlj comes to serve as a standard of deferre d 
pay raents 

4 Store of taUie Money can be stored much more 
con\ eiueiitly and safely than many other Linds of goods 
Firstly the stoi mg of money does not require any large 
bpaoe nor does it sutler any change if kept for any length 
of time Moreover, as money commands a universal 
acceptability and as it^ value fluctuates wilhm very 
narrow margins, it can he converted by the holder, at 
any given time, into diflferent forms of wealth for the 
"atisfaotioii of one's wants Formerly, money was hoarded 
but u IS now generally deposited in banks, etc From 
tilts potitC of view as well, it is necessary (bat tbe valae 
of money should not be subject to heavy fliictuaiiOus, 
otherwise it will fail to act as a store of value 
Definition of Money 

Like Ollier terms m Economies, the term 'money' is 
also defliied in a variety of ways In view of the ooudic 
ling opinions expressed by different writers as to the 
nature and services of monev, it seems somewhat difflouft 
to frame a suitable definition of money 

Some writers have defined it lu a very nairow sense 
while others have interpreted it in a much wider sense 
In the former case, they undeistaud by money as metallic 
money which lias got an intiinsio value apart from its 
money used and exclude all paper money because it is 
devoid of any intrinsic value. In the latter case, they 
include ail media of exchange — metallic money, paper 
money, cheques, bills of exchange, bank drafts and other 
negotiable secuiities But this definition is loo inclusive 
because it incfudes even those lueifia of exchange wiViw 
lack the quality of general acceptability and winch are 
mostly acoeptable in payment of goods or in discharge of 
debts among those parties which enjoy the confidence oI 
each other, e g , cheques and bills of exchange 
the impoit^t fUDOtiou of money is to act as a mearo 
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of exchange but it does not necessaril y follow from it 

”tH'at*aTr ^Qe31a^_^c^a^ge are monej% 

But the more moderate and common opinion implies 
by money as all media of exchange which are generally 
acceptabl e in full payment of goods or in discn^ge of 
debts, and which pass freely from hand to hand as media 
of exchange. Prof. Kinley restricts the term money to 
that part of the medium of exchange which passes freely 
in exchange and settlement of debts, without making the 
discharge of obligations contingent on the action of a 
third party or on the action of the payer bj' promising 
redemption if the money article does not pass. 

The term money has to be distinguished from the 
term currency. The latter implies only those kinds of 
money which are .issued by the State and which are used 
and accepted as a means of exchange only because their 
circulation is enforced by a legal autborify. 'Thus, the 
currency system of a country is composed of all the 
different kinds of coins and papers with their relative 
values fixed by legal enactments. The Indian currency 
system is composed of raetallic'rupees, Government notes 
of various denominations, eight, four, two and one-anna 
coins, and pice, half- pice and pie (one-third of a pjce). 
They are accepted by people in discharge of obligations 
because they know that others will also accept them in 
payment without any hitch. 

Coinage 

Prof. Kinley has defined coinage as the ‘stamping 
of a piece of metal for use as money so as to make 
known its denomination and value directly, or by in- 
dicating its weight and fineness.’ The manufacture of 
coins is done exclusively by the State which guarantees 
the weight and fineness of the coin issued from its mint 
and the designs stamped upon its surface enable people to 
realize its value. 

In the earlier stages, gold and silver came to be used 
as rough ingots which had to be ‘weighed and assayed’ 
each time an exchange was effected. This double process 
or weighing and testing the purity of the metal resulted 
in a great inconvenience and an unnecessary’ delay of 
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oxcliaiiRfi Slowly, llio rough ingots, after undorgomR 
man> » volutioiiarj chiuiRis, came to f)0 replaceil by 
piece-* of raelftl Itcmg uupres<>eil on one or both the sniej* 
with some official atninp or teal as jtiilicatniR the i\eiRht 
ami linciie-s of the ractal Hut due to the malpractites 
of ‘forgers nml clippers or cutters of coins’ the ninformity 
of coins was spoiled as a resiiU of nhich exchangers 
wore again deceived and put to a lot of difficult) m 
examining their InilL and purity I'ventiially, in every 
citilizeil btale the Government took tlio exclusive res- 
ponsibility of mniiufacturing coins and there arc some 
positive advantages m keeping the coinage an exclusive 
monopoly of the btntc 'Iho nit of coinage has reached 
to sjUcIi a stag* of pcrfeotion that there are very few 
po'^sibiUtie'* Itfi for clipping or abra-iioii TIte process of 
milling the edges has cliccl ed any tampering with the 
cum and that of | tuting a rtm around a com somewhat 
ahoM the Mtrfuci. of the ttietHl has imparled the desired 
diirahility Tlio Got eminent issues coins from its mint 
with Its own mark gnaraiitcciiig Htid certifying weight 
and fiuiness value and deuommatiou of the coin which 
18 acctplcd by it-* people without any doubt in discharge 
of their claims 

Free and Limited Coinage 

Althougli It lias bcLomo one of tho must importaut 
and rLsponsibie functions of the Slate to maiiiifactnre 
coins, the nrrangomeius under which coinage is done 
differ from country to country atcordiiig to oonditioiii 
determined by its eeuuomio possibilities and historical 
traditions A country may Imvo either frte coinage or 
limittd coinage If in a country mints are ‘open’ to 
public, that IS, if people art allowed full freedom to get 
any quantity of iheir gold or silver bullion converted ic* 
to the coins of tho country, coinage is said to be free 
On tho other hand, if mints are ’closed’ to tho public, 
that IS, if private persons arc not allowed to get their 
bullion converted into coins and tho Government on 
Its own authority buys bullion, converts it into coins and 
I'^stus thoin for exchange puiposts, toiuago is sa d to 
1)6 iiimtul Since the clu&mg of the Indian mints l'» 
the public in 18 G, due to a heavy fall m the value of 
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silver, India has remained under a limited coinage system 
up till now. 

From the term ‘free coinage,’ it must not be neees- 
Isarily understood that gold or silver bullion presented 
;to the Government mint by the public is converted 
;into coins free of any cost. Asa matter of fact, the 
/Government may or may not levj^ charges for the cost 
i of minting, the distinguishing criterion of free coinage 
; being the unrestricted liberty to the public in matters of 
t coinage of the standard money of the country. Under 
the system of free coinage we may have — 

Gratuitous coinage^ when no fee is levied by the 
Government for converting precious metals into standard 
.money or coins. 

(6) Brassage^ when the charges levied by the Govern- 
I ment are just equal to the cost of minting a coin. This 
system of free coinage is also known as mintage. 

j’ (c) Seigniorage^ when the Government levies an extra 
charge over and above the cost of minting a coin and 
makes a profit out of the coinage. A seigniorage charge 
may be levied in two ways ; (i) a certain proportion of 
the precious metal is taken out and the deduction is made 
good by substituting alloj's, {ii) ‘the coin may contain the 
full weight of precious metal, but a direct charge for the 
convenience of minting may be exacted from the person 
leaving the bullion for coinage.’ The Government realizes 
seigniorage on everj' token coin issued under its authority 
and it decreases or increases with a rise or fall in the 
price of money-material. There is a heavy seigniorage 
of the Indian rupee. 

Classification of Money 

In the preceding pages, we have had an opportunity 
to point out that the currency system of a country is 
constituted of a variety of coins of different values. The 
metallic coins and paper notes of different values or 
denominations are manipulated in such a way as to meet 
the monetaiy requirements of the different group-s of 
jieople inhabiting a country and to suit the varying 
scales of pat-men t made in the course of a transaction. 
The rich and the poor live and work together in a society. 
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The poor generally make snjaller tranaactions and m 
order to snit their scales of payment, coins of low deno 
mmations are necessary iii a good monetary system 
whilst for the rich coins of higher denomiuntions are 
required in confoimiiy with the nature of transactions 
and payments the^ are obliged to make 

There are various kinds of money whioh maj be 
classified as standard Honey, Token Monej and Credit 
Monej 

1 5iu«diird Money The standard money or com is 
that monej to whioh the values of all other kinds of 
money are adjusted and of which the value in exchange 
IS determined solely with leterauce to the value of the 
metal it la made of In other words, the standard com is 
a full-bodied com, t he face vfl ine of wi nch eguflla Ua i n- 
tri nsic _ value btandard money is generally subject to 
free coinage and it is always declared an unliiDited legal 
teudor, that is, it can be paid by Uio debtor to his creditor 
m discharge of obligations mi an unlimited amount 

2 Token Monet/ Ihe token money or com is that 
money the face value of which is put higher by a legal 
order than the value of the metal contained in it ih 
value bears a fixed ratio to the standard coin irrespective 
of variations m the latter’s market value Uulike stan- 
dard coins, tiie token ooin« are not subjet to free coinage 
and by restricting the mauufaotare and supply of token 
coins, the Goverument maintains Iheir circulation at their 
face value They are generally made of baser metals 
than the standard coin and are issued to the public for 
facilitating smaller transactions of comparatively low 
value The right of coinage rests solely in the hands of 
the Government and a considerable profit" is made by the 
trea'uirj by manufacturing such coins but it seldom 
issues them in excess of the economic requirements ofj 
the country Finallv, token coins are limited legal ten | 
der, I e, they can be paid by debtors in disoliarge ofj 
debts only to a limited extent For example, token coins 
111 England are {united legal teiuler for forfv shiJhwg^ 
In India the four anna, two anna and one amia pieces 
are declared legal tender up to the amount of ten rupee*t 
that IS, a creditor has the right to refuse the acceptance, 
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Government m snoli a manner as to be in thorough eon 
Ronanoe with the economic and industrial progress attained 
bj that countr} Countries which are highly developed 
from the economio, commercial and industrial standpoints, 
have evolved n very complex, expensive and heterogene 
ous type of currency In comparatively poor countries 
where trade is little developed and industrial activities are 
very few the currency system is very simple A good 
system of currency is that m which tlie purchasing power 
of money leinains faiily stable over long periods and 
which inspires oonfideDoe in the public, encourages sav 
mgs and the formation of capital, increases the quantita 
tive production of wealth, stimulates trade and commerce 
ami brings material welfare to the country 

The metallic currency may broadly be divided into two 
categories 

1 Honotnetallism, or the single metallic staudard 

2 Bimetallism, or the double standard 

Let us examine briefly the special characteristics of 
each system 
Monometalliim 

A currency system m which only one metal is coined 
to function as principal or standard money and it is 
deolared unlimited legal tender is called monometallism, 
and the country is said to be a jaouometaUvat country 
Jlonometallisra may be of either gold or silver If gold 
is adopted as the basis of currency, that is, if all values 
are measured in terms of gold, and gold coins serve ss 
standard money, then the system is known as the Gold 
Standard While if silver forma the basis of the standard 
of value, then the system is called the Silver Standard 
JEonometallism has come to mean gold standard for all 
practical purposes because, till recently, the currencie*! of 
all the important countries of the world were on a m" 
Bisadsrd free cir 

dilation of gold coins as unlimited legal tender, and an 
unrestricted export and import of gold If these oondi 
tions are not fulfilled by the currency system of a 
try, then it no longer claims to be on the gold basis Bu 
under monometallism, it is not necessary that the coma ot 
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only one metal should remain in circulation. Paper cur- 
rency notes, token coins, cheques, etc., also circulate and 
S 61 V 6 as media of exchange but all values including the 
values of all subsidiary coins, are determined in relation 
to the standard coin. Currenc3' notes are accepted gene- 
rally in all amounts in payment of all debts and oWiga- 
tions as they are convertible on presentation at au}'^ time 
into standard coins Token coins also circulate as media 
of exchange for smaller transaction and payments but 
their coinage is limited and the3' are declared by law as 
legal tender for fixed amounts. Under monometallism or 
the single legal tender .system, the mint is open only for 
the coinage of standard coins ; the mint value of the coin 
and the market value of the metal are the same. 

Bimetallism 

A ourrenc3' system in which two m 6 tals,usually gold 
and silver, are used as standards of value, and both are 
subject to free coinage and declared unlimited legal tender 
to discharge obligations, is known as bimetallism. Under 
bimetallism or multiple legal tender S3'stem, the manu- 
facture of both gold and silver coins is done gratuitously 
or at a very nominal charge by the Government, and a 
fixed ratio of exchange between them is determined 
legall3^ Thus, free coinage, full legal tender and a fixed 
ratio between the two coins are the three essentials of 
bimetallism. 

The advocates of the bimetallic s3'stem believed that 
by using both gold and silver as standards of value, there 
will be less disturbances in the value of money and the 
general level of prices than under a monometallic system 
of curreuo3n But it is extremely difficult to maintain the 
legal ratio similar to that of the market ratio of the two 
metals as bullion. As a matter of fact, the chief defect of 
bimetallism lies in the absence of any machinery which 
can bring about a coincidence for comparatively longer 
periods between the legal ratio fixed by the State and the 
market ratio of the two metals as bullion. In view of the 
variations from time to/ time in the values of bullion in 
the market, one metal or the other becomes overvalued or 
undervalued, as a result of which the cheaper metal in the 
market drives away the other metal from the currency. 
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Tha bimetallic *13 stem of oiirreiioy was a'loptel m 18^5 by 
the Latin Union consisting of rratico, JJfilguim, Italy aiiJ 
Switzeilaml JliU owing to its iinworLability in practice 
It was discarded m faxonr of gold monometallism and by 
1890 nearly all llie countries of the woild except America 
adopted single standard as the basis of their cunenor 
Paper Money 

In modern times side by side with the metallic 
money , we notice an extensive circulation of paper inouey 
serving the functions of a medium of exchange In 
highly piogressive nations of the world, paper money on 
account of its simplicity, couvenieiice and economy is 
used for making exchanges and discharging obligations 
on a very considerable scale, thereby displacing standard 
money to the great lelief of the commuuity as a whole 

Paper money consists of the ourretmy notes issued 
either by the GoTerniDBiit of Ibe cDuntTy, or by atstmtn\ 
bank under the strict control of the Government lu 
India, currency notes are issued by the Government of 
India but this function will now be taken over by the 
uewly-ooQStituted Reserve Bank of India In England, 
paper money is issued by the Bank of England In fact, 
currency notes are like token ooins printed on 
paper but as they are usually declared legal tender for 
all amounts and backed by the promise of tlie issuing 
authority to convert them into rupees on presentation ai 
any office of issue, they are generally accepted in satisfao 
tiou of all debts and obligations As paper money has 
conferred some distinot advantages on the community 
using it, its circulation hfts found favour with all the 
progressne countries of the world Paper money is 
broadly classified into two kinds, viz , (1) Convertible 

paper money , and (2) luconvertible paper money 

1 Conttriible pupe} money, Con\ertibl6 paper money, 
as Its name suggests, consists of paper notes which carry 
a promise of the issuing authority for conversion into 
cash on presentment by the holder People generally 
accept such notes lu satisfaction of debts and obligations 
in the belief that the issuers by virtue of their promise 
are bound to redeem them into «pecie (or, metallic coins) 
on demaud So long as the conyertibility or the redeem’ 
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tion as meclmm of exchange as smtablj as the conrert^ 
notes or the metalho coins But the teniptatiou of i«nt 
increasing quantities of such notes, irrespeolire of 
business needs of the community, leads to a depreoiat 
of the inconvertible paper monej The accoinpanym 
effects of such an unwise step prove very harmful to t!i 
country as a whole Inconvertible paper is of two Imiis 
A paper may be declared inconvertible from the tiroeo 
its issue Such a type of luconvertible paper was i«sue 
by almost every oomitry on thb Contment during ti 
War when there was a general scarcity of gold Secondly 
a paper may have been issued with the intention ai 
purpose of redeeming it, but later on, it may have lo« 
its redeemabihty on account of the insolvency of the » 
suers The Hanh of England notes which were fonaertj 
convertible into specie, were declared inoonverfihle diia 
to the financial striogencj in 1931 
Menu and Defects of Paper Money 

The chief merit of paper money lies in the fact that 
to the extent of its circulation in a country it mates 
metalUo money available for use m other productire 
channels A good amount of labour and cauital u 
employed m the productiou of gold and silver, audd 
their use as money is dispensed with, it is sure that so 
much amount of saved labour and capital will be 
employed in the production of more necessary goodi 
Seconilly, the 00*11 of minting metallic coins, the loss by 
wear and tear of precious metals can belsavel wbea 
paper money functions as a medium of exchange Again, 
during periods of financial stringency a Governfflenl 
which cannot raise loans, inside or outside the country, 
without paying high rales of interest can issue more 
paper money thus, obviating the necessity of uicamag 
loans Finally, it is more convenient and less expeiiuve 
than metallic money for making large payments in distant 
•peaces 

Paper money is, however, subject to the following 
defects The value of paper money is very precarious w 
its value, unlike metalho money, depends solely on s 
legal authority of the Government If it is demonetiz 
by law, the holder cannot get anything in its exchaog 
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sarily pay off tlieir debts bj passing on to their creditor! 
fresh and fuH-weight corns Again, when people lio*rd 
money the^ alwaja tend to pick up fresh and glitterin'; 
coins, because from tb© point of view of storahilitj, 
are considered to be more suitable If coins were tola 
melted down for ornamental purposes, lieavier coins will 
be taken out as thej will be more valuable m bulliun fora 

2 In a bimet aliiQ system of cur rency w hen gold and 

silver oouroTroulaTe side by side as lull f^al ten !er at a 
legally fixed ratio, the overvalued metal will tend to drive 
the undervalued metal out of circulation The inarlet 
Vftliie maj vary fiom the legally fixed value Xlidersuch 
ciiciiinslancea, ‘the tendency will be for the com with a 
smallei market value as bullion to drive out of circulatiou 
the coins with a lugber market value ’ Supposing th« 
legally fixed ratio of exchango between gold and jilreris 
1 16 while their mar! et value becomes 1 17 Ir such 

a case silver com is overvalued because it maiDtsin! a 
higher rajiie in the foim of com than as metal, and the 
gold oom become^ undervalued because its mint ratio ii 
1 16 while the market value is 1 17 Gold coins will 

be kept back as their power of exchange is much superior 
in other u«es tliau as coins The currency will be flood* 1 
With overvalued metal, i e , sdver come, and gold will b« 
hoarded, melted oi exported as huliiou 

3 A third application of the same tendency i? to b* 

found when an inconv ertible paper money is circ alating 
side by side wih raet^ilc^oif?^^®^ are declared 

legal tender for full amounts If the inconvertible paper 
currency is issued tn excess of the business needs of tb» 
community and there is no provision for redemption mto 
metallic money, its value will depreciate in terms ol 
metallic money Everybody will try to pass ondepreciatw 
notes 111 circulation and letam metallic money witii t « 
ide*! that, if once parted with, it will be very expensive o 
BPcnre it again 

Ltmtlaiions of the late The operation of this teiideiicy 
holds true nuder certain given conditions and is subjec o 
the following lunitatioiis 

s/ I Firstly, if the full weight coins are_^okcn eoios 
V * f jrtmt ed ^gal^tfender, they will not "go out of envuU > ^ 
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because by legal enactment their face value is higher than 
the value of the metal contained in coins. Their use as 
coinage is more valuable as compared with their use as 
metal. 

! Secondly, if the aggregate circulation of good and bad 
coins in a community is barely suttLciehiTf o meet Tier..com-'' 
mercial and industrral need s, then the good coins will cir- 
culale side by side with bad coins. People will have no 
temptation to withdraw good money from currency be- 
cause it will command a higher value in coinage use. 
However, if at any time the currency requirements of the 
community are below the aggregate of good and bad coins 
in circulation, the better coins will be withdrawn to the 
extent that the two together exceed the requirements of 
the community. 

Lastly, if. th e bad mone y has bec ome so infer ior in 
point of w eighjt and fineness as to be rejected b}' people 
mjTay^menjt^f obligations, then bad mouey instead of dri- 
ving out gooii money will itself be driven out of circula- 
tion. Scores of instances are on record when inconverti- 
ble paper money, extremely depreciated in value, was re- 
jected by people and was driven out of circulation. 

Appreciation and Depreciation 

It has been already referred that perfect stability in 
the value of money is an impossibility ; variations in the 
value of money are common phenomena of the business 
world. By the value of money is meant its general pur- 
chasing power in terms of commodities and services. The 
value of money, like that of other commodities, is deter- 
mined by the relation between the demand for money and 
its supply at any given time. The demand for money 
arises due to the exchange transactions that are to be 
effected by money. Supply of money depends on the total 
quantity found in circulation at anj’- given time. Like the 
value of other commodities, the value or purchasing power 
of money changes from time to time and from place to 
place according to variations in its supply and demand. 
It rises .or falls proportionately with a decrease or .au in- 
crease in the quantity of money in circulation at any 
given time. 
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A nso til the vaUie o! moue} uienns an increase m its 
purchasing power, that is, a unit of mouej now puickases 
a larger amount of goods thau il did formerl}, or leu 
money is now needed to purchase a certain amount ol 
commodity where more of it was required previously 
Tor instance, if one rupeo purchases wow 12 seers oi 
wheat or one aeor of gheo or 2V» seers of sugar instead 
of 8 seers of wheat, eight chataks of ghee or 2 seers of 
sugar which was the /current ratio of excliangeability 
previous to the commencement of the recent economic 
depression, it can be saul that there has taken place t 
jise or ap precia tion itt the value of mone y. A rise in 
the pu7c!ias1i7g power of money leads to a fall in the 
general level of prices Thus, appreciation and fall la 
the price level go eula by side 

On the other hand, a fall iti tlio \alue of mouey 
denotes a decrea«o in its purchasing power, tliat is, a 
unit of monej iti such a ca*© purchases a less amount of 
commoduj than it did formerly For example, if Bs 5 
are teqtureil to purUia*© a fountain pen wluoli could be 
had for Ils 4 formerly, tliera is said to he fall or dtprecia 
Uon in the value of mooej Hence, depreoialion and 
rise ni the price level go together Deprectalion must be 
distinguished from dehnsement and ifeferioiattoii Debase 
ment is generally practised by weak or loaolvent govern 
iiients It refers to the dilTerence between the standard 

and the real value of the precious metal contained lu a 

com Determtaliou connotes n loss nr the legal weight 
of a com through wear and tear or through clipping and 
sweating 

So the value of money rises and falls a*’ the price 
level becomes lower or higher Such variations in the 
price-level, aud, therefore, in the purchasing power of 
money are brought about by shortage or excess of money 
In lelation to demand 
Inflation and Oeflatlon of Currency 

Every country at any given time requires a defioiW 
quantity of money firstly, to satisfy her needs of 
commerce and industry, au<l, secondly, to avoid wi 0 
fluctuations in prices "Wheii tho supply of money is 
increased to such aii exteut that it is felt as exceeding 
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the due requirements of the country, there is said to be 
an inflation of the currency. Inflation results in deprecia- 
tion and a rise in the general level of prices. It should 
be, however, noted that the term inflation is usually 
applied to that state of over-issue of currency — consisting 
mostly of inconvertible paper money and debased metallic 
coins — brought about deliberately by a Government in 
order to stem the pez’iod of financial stringency. During 
the Great War, there took place an unprecedented infla- 
tion of currency as a result of which the value of money 
fell considerably and the general level of prices rose to 
unimaginable heights. 

Deflation of currency refers to the contraction of cur- 
rency to such an extent that the aggregate media of ex- 
change fall short in relation to the demand of the country. 
It is generally resorted to by a Government to increase 
the purchasing power of money. Deflation of currency 
took place extensively after the termination of the War. 
Deflation of currency leads to appreciation, an increase in 
the purchasing power of monejq and a fall in the general 
level of prices. 

Effects of Appreciation and Depreciation 

Deflation (or appreciation) and inflation (or deprecia- 
tion) are the recurring diseases of money, the incidence 
of which is felt unequally by different classes of people in 
a country. Some are benefited while others are affected 
adversely by a change in the general level of prices or by 
a change in the value of money. ‘Changes in the value 
of money, i.e., fluctuations in prices, are generally harm- 
ful because they disturb the even basis or trade and in- 
dustry, and because they tend to benefit some classes at 
the expense of others.’ Deflation proves injurious in the 
sphere of production of commodities and inflation in that 
of distribution. 

Depreciation of money or rising prices are advantageous 
to producers and selmrs oT commodities. In times of rising 
pncesT^usiness "is stimulated and improvements are 
effected in the methods of produotiony^ Entrepreneur s are 
benefited because the cost of production *3003 not show a 
corresponding increase with the rise in prices. At least 
for the time being apparent signs of progress and 
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prosperity are visible m the iiKlastrial and commercial 
activities of the country under inflationary conditions 
On the other hand, falling prices ptoduce deleterious 
effects on production becau«6 the stock of the manu- 
facturers bring a smaller amount of money Prices fall 
rapidly without a corresponding decrease in the cost of 
production as a result of which they are forced to restrict 
the scale of production Labourers are dismissed, 
unemployment is created and a general gloom sets over 
the industry 

During periods of rising price*, the purchasing power 
of money is reduced m consequence of which the interests 
of consumers are affected adversely They stand to lose 
in their satisfaction to the extent of the rises in price 
Persons who get more or le*3 fixed income*, e g , fixed- 
salaries servant*, pensioners, etc , snffer immensely as the 
same money income, in limes of rising price*, brings less 
commodities and, therefore, decreasing satisfaction than 
before Wage earners are injured in >>0 far as their money 
wages do not show a proportionate increase with the 
rising prices and till the time they get adjusted fo the 
new price level they will stand to lose in their satisfaction 
Falling prices are beneficial to consumer*, wage-earners 
and persous with fixed incomes 

The iutere*t3 of debtors and creditors run counter If 
prices rise the value of money falls debtors as a class 
gam what creditors lose Althouph debtors pay the 
same amount of money (together with the interest on it) 
which they borrowed from their creditors at the time of 
falling pnces, yet in terms of commodities they pay a less 
amount of money as it now purchases a smaller amount 
commodities Tbu*, in times of rising puces snch credi- 
tors as money-lenders, investors and debenture-holders 
lose what their respective borrowers gam If prices fall 
the position is reversed and creditois, consumers and wage- 
earners secure a real gam because of an increase m the 
purchasing power of money 

Thu«, it IS seeu that flaclmlion* in the price-level 
involve serions hardships to the diflereut classes of people 
by altering the distribution of nealtli and affecting the 
production of goods in a country Rising price* create 



MONEY 


393 


an element of uncertainty, vagueness and speculation 
ending in a crash of industrial activity. Falling prices are, ' 
also detrimental to the economic well-being of the country 
as they are usually accompanied by trade depression, 
financial crisis and iniemployment. Undoubtedly, instabi- 
litj^ in the value of mone}'’ is a characteristic phenomenon 
of modern times. Though it has baffled so far man’s 
ingenuity to find out a commodity whose value remains 
absolute!}^ fixed over a comparatively long period, 
it is highly desirable from the point of promoting 
economic well-being of the country that variations in the 
value of mone}’^ should be kept within minimum limits. 
Steady prices are beneficial to traders and manufacturers, 
investors and workmen as a whole, speciallj^ over a long 
period. 

Indian Currency 

Our rupee which claims descent from the silver ‘tanka’ 
introduced by Sultan Altamash in 1233 A D. underwent 
several changes before the year 1835 when the present rupee 
weighing 180 grains (ll/12th fine) was formally 
established as a standard coin by the East India Oompanj'. 
This reform was necessary to avoid a bewildering multi- 
plicity and variety of coins of gold and silver of various 
denominations, weight and fineness. There were as many 
as 994 dififerent coins in circulation issued by the various 
Hindu and Mahomedan rulers to signalise their indepen- 
dence b}' adopting special coins of their own. This chaotic 
condition of the currency seriously hampered the trade and 
commerce of the country and needed the services of ap- 
praisers to ascertain the value of the coins used by the 
people. With the adoption of the rupee as the standard 
coin for the whole of British India, all other coins of gold 
and silver ceased to be legal tender but to satisfy the re- 
quirements of the people, however, gold coins were accep- 
ted at Government treasuries at difierent rates. 

From the year 1870, there was a rapid fall in the 
prices of silver forcing the various AVestern countries to 
close their mints for the free coinage of silver. This 
depreciated white metal began to flow on a large scale' 
into India and endangered the standard nature of the 
rupee which went on depreciating in terns of gold. The 
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gold value of the rupee fell from 2s in 1871 to Is 2d in 
1892 and caused a rapid disorganisation in the finances 
of the Government of India which had to procure an ad- 
ditional amount of rupees to make payment of Home 
Charges lu England Uncertainties regarding the value 
of the rupee in terms of gold brought about heavy Josses 
to the Indian Government and reduced the trade of the 
couutry to a mere gambling in foreign exchanges. The 
cry to reform the currency system of the country led the 
Government to appoint a committee under the presi- 
dentship of Lord Hcrsohell whioh recommended the 
closing of the mints for the free coinage of silver and 
fixed the rate of exchange at 1« 4d per rupee At this 
rate the rupees were to be issued in return for gold 
received by the Government The rupee was thus 
reduced to a token com and the silver standard was 
abolished without establishing a gold standard 

The immediate effect of the olosiog of the ludmn 
mints was a more rapid decime in the prices of the while 
meUl and the famishing of the mooe^ market on account 
of the scarcity of the rupees To do away with these 
defects and to establish a sound monetary system' lu 
India, the Fowler Committee was appointed in 1898 
The Committee declared itself in favour of a gold stand- 
ard with a open mmt and with sovereigns and lialf- 
sovereigos cuculatiug as unlimited legal tenders at the 
rate of Its 15/- for a sovereign It discouraged the 
coinage of fresh rupees and created a fund out of the 
profits of coinage The atiempis of the Government to 
introduce gold coins into circulation proved a failure as 
most of the coins issued by the Government came back to 
the Government treasuries This alleged d]^llll8 of gold 
coins by the Indian people drifted the Government policy 
aimlessly towards a system which is called the Gold Ex- 
change Standard — a standard without gold coins in active 
circulation The chief chaiactenstias of this system are — 
(fll the Government of India takes upon itself the respon- 
sibility to «;ell sterling bills, known as Reverse Council 
Bill«, at a rate of exoliange of 1« 4d per rupee minus the 
cost of transporting gold from India to England, (6) the 
Secretary of Stale for India sells Council Bills drawn upon 
the Indian Government at a rate of Is 4d per rupee plus 
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tlie cost of sending gold from England in India. This 
sale of the Reverse Council and Council Bills at the lower 
and upper specie points respectively maintains the gold 
value of the rupee at fixed parity with very slight changes. 
No doubt this system brings about stability of the rate of 
exchange with England and gives a cheaper currency for 
internal circulation, but it is characterised as an artificial 
system in which people have little faith and which is liable 
to break down as was witnessed during the Great War. 

The Chamberlain Commission of 1913 recommended 
that a gold currency is not a necessary condition of the 
gold standard. It is neither advantageous to India nor 
the Indian people desire it. 

The Indian currency system suffered a considerable 
disturbance during the Great Warwhen the prices of silver 
went so high as to make it profitable to melt rupees. 
The Government was faced with the situation of coining 
fresh rupees to satisfy the ever-increasing desire of the 
people for rupees. The mints were pitied against the 
melting pot and the currency notes were on the verge of 
inconvertibility. To save the rupee from the melting pot 
and to maintain the convertibility of the currency notes 
in circulation, the Government was forced to issue Es. 
2-8-0 and Ee. 1 currency notes and other token coins 
made of nickel. 

As soon as the war was over, the Government appoin- 
ted the Babington-Smith Committee in 1919 to examine 
the currency sy'stem of India. It recommended that, as 
the rise in the value of silver had come to stay, the rupee 
be- linked to 2s gold to bring about stability in the rate 
of exchange. It also favoured the Gold Exchange Stan- 
dard System and advocated the use of more currency notes 
in circulation. The prices of silver did not behave as was 
expected while the balances of trade were becoming against 
India due to heavy imports. These factors brought about 
a great divergence between the market rate and the 
Government rate of the rupees in tenns of gold and all 
the heroic efforts of the Government to maintain the re- 
commended ratio of 2s. gold failed miserably^ In. short 
the period was marked by^ ‘financial and commercial 
confusion.’ 
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As the entire country was crying for reforming the 
currency "system, the Government appointed the Hilton- 
Young Commission in 1025 It recommended the adop- 
tion of the Gold Hulhon btandard— a standard without a 
gold currency in circulation but with a promise to make 
gold, 111 the lorm of bars available for all purposes at the 
rate of Hs 21 3 lO (la 6d per rupee) pec tola — and 
advocated the esiabliahment of a Reserve Hank in India 
with the powers of issuing currency notes and controlling 
other currency matters The rupees and currency notes 
were to remain uii'imited legal tenders as before It kept 
the door open to establish a full fledged Gold Standard as 
soon the Govertiineiit flud^ itself in a position to do so 

Tlie Reserve Hank of India has started its work and all 
eyes are fixe! towards it for introducing the necessary 
currency reforms m India 

Ihe condition of the present war has induced the 
Go\ernmen‘ of India to introduce a paper rupee and a 
nickel rupee coiitauiuig a very little guautity of silver, 
while the rupees whioh were issued before the reign of 
King George V lia\a been withdrawn from circulation 
The Indian Paper Currency System 

Before 1861, The Presidency Banks of Bengal, Bombay 
and Madras had the privilege of issuing their own notes 
payable to bearer on demand These notes, however, had 
only a \ery limited circulation The Act of 18bl estab- 
lished the Goveriiraent monopoly of issuing notes of the 
denominations of R® 0, 10, 20, 50, 100, 6U0 1,000, and 
10,000 and divided India into set eo circles of is«ue, namely 
Calcutta, Bombay, JIadras, Cawiipore, Lahore, Karachi 
and Rangoon These notes were legal tender only m 
their respective circles of is'^ue and were convertible into 
rupees at the currency offices In order to popularise them, 
notes of all denominations up to Rs 100 have been made 
uni\ersal (legal tender) throughout India Facilities for 
concerting notes into rupees at the various Government 
treasuries and the branches of tlio Imperial Bank of India 
were also extended to the holders of notes 

Hie convertibility of our notes is mamtauied by a paper 
currency reserve consisting of rupee and sterling securities 
and a large amount of gold aud silver bullion and coins 
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The security portion of the reserve did not exceed Es. 14 
crores up to the j’ear 1913, when the exigencies of the 
War led to a rapid rise in the total notes m circulation 
and forced the State to increase the invested portion of 
the reserve to Es. I‘i0 crores. In 1920, on the recom- 
mendation of the llabingtou-Smith Committee, the Govern- 
ment adopted a minimum of 50 per cent, metallic reserve 
against notes in circulation and provided for an issue of 
‘emergenc 3 ' currency’ up to Es. 12 crores on the securitj' of 
tlie inland trade bills (hundies). 

As recommended b}' the Hilton-Young Commission, 
the issue and management of the paper currency were 
liauded over to the Eeserve Bank of India in 1935. To 
increase the elasticity of note circulation, the Eeserve 
Bank of India will adopt a proportional reserve S 3 ’stem. 
Our total note circulation in India exceeds Es. 170 crores 
today and statistics prove cleaidy that note circulation is 
extending much more rapidly than was expected. 
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The Meanint; of Credit 

An exflhango tran^aotion oan bo carried either in cash 
wlicieiu tlie purchaser makes an immediate payment to 
the seller for the goods purahased, or on credit in which 
case the purchaser acquires goods not b3’ making an 
immediate payment hut on the promise to pay an eqtn> 
Talent value or a little more than that at some future 
time Since in a credit transaoUon the transfer of goods 
takes place for a promise of deferred payment, it is obvious 
that the oreditor or seller must have confidence in the 
honesty of the debtor or buyer, otherwise he would not 
think of lending money nor transferring Uis goods. 
Confidence^, therefore, forms an essential and foremost 
part of credit In everyday language, the word ‘credit’ 
means simply’ ‘belief’ or ‘confidence,’ but m Economics, 
as S Evelyn Thomas points out, the term credit is now 
applied to that belief m a man’s probity and solveno) 
which will permit of his being entrusted with something 
of value belonging to another, whether that something’ 
consist of money, goods, services or even credit itself, as 
when one man entrusts to another the use of his good 
name and reputation But confidence is not the only 
element required in a credit trarsactiou The time 
element is equal!}’ important in credit inasmuch as the 
transfer of present money or something of value takes 
place for a promise to repay it after some time Besides'^ 
oonfidence and time, amount is the third element of 
oredit As credit is a ‘ji^bt or privilege' extended by 
the creditor to his customer allowing him to make pay- 
ment at some future date for the goods parted with today, 

It IS apparent that this credit will be granted aooording 
lo the degree of confidence enjojed by a customer at the 
398 



CREDIT, BARKING AND TRADE 


399 


hands of Ids respective creditors. A creditor may hesitate 
to give credit for large sums while he may not feel any 
objection in allowing credit for a small amount of money 
or money’s worth to a particular customer. Thus, 
confide nce, time and .nmoiinf may be regarded as the three 
main elements of credit The written evidences in which 
promises are drawn up to pay money, after a specified 
period of time, are know.n as Credit Instruments, which 
serve as important media of exchange in modern times. 

Importance and Advantages of the Credit System 

Credit plays a very prominent part in the organization 
of production, industry and commerce in the modern 
industrial economy ; its importance cannot be over- 
emphasized and necessity can scarcely be overlooked. 
Credit is organized through credit instruments such as 
cheques, bills of exchange, liundies, bank notes, bank 
draft, etc., and the dominant position in the organization 
of the credit system is occupied by a ‘bank’ or a 
‘banker,’ As a matter of fact, the functions and 
organization of banking are closely allied to the functions 
and organization of credit. Credit is the bedrock upon 
which is raised the structure of a bank. As credit 
acquires an increasing force in the commercial and 
industrial activities of a society, banking arrangements 
get highly' developed and efficient. As a general rule, 
it may be stated that most of the transactions in whole- 
sale and retail trade are today partially or wholly carried 
on credit basis as a result of which businessmen are 
enabled to conduct their productive activities much 
more conveniently and economically. Credit has been 
styled as the life blood of coriimerce and as the “heart 
and core of the modern business structure.’’ 

The chief functions and the advantages of credit 
maj' briefly be summarized below : — 

1. Credit economises the use of metallic money and 
thus, substitutes a cheap medium of^ exchange for a more 
expensive one, whIcE,~'m"view of the enormous expansion 
of trade and industry, would be insufficient to meet the 
modern requirements. Through credit instruments the 
transfer of money from one place to another can be 
effected much niore conveniently and economically. A 
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dangers. It must be remembered that the entii'e super- 
structure of credit is ultimately based on the strength 
of the resources of metallic money and on public confi- 
dence. IE once confidence is shaken, the credit mecha- 
nism collapses, bringing in its train gloomj^ results on 
trade, industry and commerce. Some of the possible dis- 
advantages involved in the credit system may be pointed 
out as follows ; — 

1. The greatest danger of credit lies in the over- 
issue of credit than what is actually required by the 
business' needs of the country. The temptation to 
expand credit unduly, in times of flourishing trade, is 
very great and because this feeling can liardly be resisted 
speculation, over-investment, over-production, financial 
crises are the ultimate consequences that follow such an 
unwise credit policy. 

2. Facile credit specially for consumption purposes 
may lead to extravagance and indebtedness which may 
endanger the smooth progress of society in a variety of 
ways. In India, cheap and easy credit available to 
peasants for personal consumption is regarded as one of 
the causes responsible for their indebtedness. 

3. Again entrepreneurs of inferior ability having 
credit may squander money on visionary and unproductive 
enterprises and yet they may be enabled to remain in 
business simpl}’' by means of credit. Their eventual 
collapse will not only bring ruination to themselves but 
to all those whose capital was invested by them for use. 
Thus, the modern credit sj’^stem is responsible for the 
‘concealment of financial weaknesses' of a business. 

4. The credit system is also responsible for the 
formation of monopolistic combinations of producers at 
the expense of individual private enterprise. Some 
writers think that although ‘the results are not necessarily 
harmful, they may not be so beneficial as when the 
capital is in the hands of a number of individual 
producers.’ Such monopolistic organizations are often a 
source of exploitation of labour and of unfair competition. 

In view of these dangers involved in an indiscriminate 
organization of creditj it 13 very necessary that credit 
?G 
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mechanism should run on well-iegnlated and judicious 
hues 

It Credit Capital ? 

At one time it was maintained h> some economists 
that credit is capital and can create wealth quite as well 
as land and labour ilut credit cannot be regarded as a 
separate factor of prodnctioii Prof Gule remarks • 
“Credit 13 a particular method of produetioii-^just like 
exchange and division of labour It consists of transfer 
of wealth or capital from one person to another Credit 
can no more create wealth than exchange can create com- 
modities " Credit facilitates production by enabling the 
transference of wealth from the savers to the users and 
from the less capable to the more 'capable fT?red itrth'i re- 
fore, is^not capital itself ,_itj s a device by whTclTexchatig ^ 
transactions can be effected much mor^.to nveni'^tly , and 
oconomically From th'e individual point of vTe'w’ creBil 
roiTy be regarded as capital inasmuch as the borrowed 
money can help a trader or manufacturer to increase his 
business But from<tbe social point of view, credit is not 
capital in so far as the amount lent to a borrower is not 
doubled but is merely passed on to the hands of the bor- 
rower from the possession of the creditor 

Nevertheless, it must be pointed out that credit creates 
new capital to tbe extent to which it replaces raetalho 
money (loin circulation and it also increases the amount 
of effective capital available for production inasmuch as 
small savings of the people, which could not have been 
employed for productive purposes or otherwise spent m 
personal giatihcatioii, are now pooled up for produotiou 
Banks which organize credit attract savings of all those 
who for some reason oi other cannot make a belter use 
of them III the absence of credit facilities many of the 
producers of the good organizing ability would have found 
it almost impossible to bnild up their businesses on such 
a colossal scale Thus, credit indirectly promotes the 
accumulations oI capita'! and stimulates production 

The Mechanism of Credit 

In order to take the maximum advantage of credit 
mechanism for the development of trade, commerce 
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industry, a very complicated raaobiiiery lias gradually come 
to be set up at the present day for the control and oigaui- 
zation of credit and credit operations. The machmeiy 
by which credit operations are organized consists • of 
two parts : — 

1. 'v Credit Instruments ^ the evidences of indebtedness 
such as cheques, drafts, bills of exchange, promissory 
notes, etc.-L 

2. Credit Institutions^ consisting of Banks with their 
Clearing Houses. 

Credit Instruments 

A credit instrument may be defined as a written docu- 
ment issued by a Government or a corporation or an in- 
dividual containing a promise to pay money at a future date. 
Like m oneyi credit inst ruments . also J'acilitate exchange 
transac^tions Jqut_their ^circulj4ion re.stjricted_„b.ecaus6_th,eir 
•acceprability is j3ondrtion’ed._by~tbeY- confidence-. repo.sed 
l^'''f,h6'*^eoeiv6rs In the honesty_^_and^ financia l stan ding! 
.q'f^tli^^drawefsr" "The stronger and wider-known thet 
credit of the issuing party, the greater will be the) 
circulation or negotiation of its credit instruments. 
The important credit instruments are promissory notes, 
cheques, drafts, bills of exchange and liundies which are 
treated below in details. 

Promissory Notes 

The Indian Negotiable Instruments Act defines a pro - 
missory note as an ins trume nt, j,n _jwriting eontainiag,,,au ; 
unconditional”undprtaking, signed by the maker, to paj-^ a j 
cerfain sum'of ihoney onl^to^ or ’to the order of, a-certain ^ 
person', prJp^he. bearer.,rof.Jthe.„,iiis,trument. (Notes are ’ 
•usually issued bj' individuals and corporations and they 
'^must be distinguished from Bank Notes or Government 
Notes.) If a buyer is known fully to the seller regarding 
his business morality, then the buj^^by executing a pro- 
mise to pay either on deman d or afler a spemfied^ period 
of time can have the desired goods trom'^'flie sellez-. A 
promissory note is usually drawn in the manner as shown 
already. 

The expression ‘for value received’ signifies that the 
•^yriter ha§ drawn the promissory note in exchange of pay- 
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nieut for a real transaction aiiJ that no forgery has been 
displayed npon him. A promissory note has only two 
partiea— the maker or Uie drawer of the note and the 
payee who is the c re ditor of the drawer , in order to. 
make it legally valid, and nrf valorem stamp is affixed! 
to it ~ * 

Cheque* 

In advanced coniitnes, where banking habits are 
developed to an appreciable degree, people, for reasons of 

Form of a Promltiory Note ‘ ^ 

Hs 200 " CiWMPDUE ' 

June 2G, 1942 


Three months after date, I jfromise to jiai/ to Messrs. 
Sri Ham Raj Ktimar, orotder, the sum of Rupees Tteo 
hundred only far value leceh'ed. 

(Sd.) ItiM ICriruna 


Stamp 


To 


Messis. Sii Ram Raj Kumar 
Cloth Merchants 
Jaipur 


Rs. 200 


Or 


BoilBfcT 

The 7th June, 1942 


I promise to pay on demand to Mr. Ham Lai, or order, 
the sum ofRs. Tiro hundred tcith intesest at 9 per cent per 
annum for value received. 

(Sd.) M. Y. Khan 


Mr. Ram Lai 

67 Civil Lines 
Lnohnow 
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convenience and efficiency’, prefer keep, their accounts 
‘ir^ba^ks^and draw money for their various requirements 
, through cheques. A cheque is a written o?'de?' on a speci- 
fied bank made by the depositor to pay an amount of 
money specified therein to the order of a person named ' 
or to the bearer of the cheque. A cheque is always pay- 
aWe on deniand and the bank cannot refuse to encash it 
provided the^^epositor maintains sufficient money in bank 
to meet a cheque. For the sake of convenience, unifor-, 
mfty and security against any fraud e ach bank issues its f 
own cheque jjook for the^s.e,p£j.ts„deposiJtors. The person 
jwho draw's 'or writes a cheque, i.e., the customer of the 
bank is called drawer ; the bank on which the cheque 
is drawn and which makes the payment is called the 
^drawee, and the person in whose favour the cheque is 
drawn’ls known as the ^ayee. Sometimes the drawer 
makes the cheque payable to self when he requires to 
withdraw money from the bank for his own personal 
needs. 

In order to have a clear idea of a cheque, the reader is 
referred to examine the following specimen of a cheque 
carefully. 

The specimen of a cheque shows that it contains ^twp. 
uneq ual garts_divided._b y a perf oration. The right-hand 
obloiTg'^'^pdftion is the cheque proper filled in by the 
depositor with his signature at the right-hand bottom 
corner ; the left-hand part is called the counterfoil and is 
retained by the drawer in his cheque book as a memoran- 
dum. .Jai Pal Singh is the drawer of the cheque and the 
the Bazar Branch, JBareillypMBarpiUy-'Oorpor-atioix.tBank} 
Ltd.^TFTlie^rawee, afTdTlai Pal Singh is the payee in 
whose favour the cheque has been drawn. It is a be ator ] 
cheque and money’ can be had on its presentation to the/ 

Tl^k. 

... From the point oF transferability, a cheque may be an 
Order CheQue or a’^ earer Cb gqjue, 

A ‘bearer cheque’ is payable to the holder or possessor 
or, bearer of it, that is, the bearer can receive payment 
the moment it is presented for encashment on the counter 
of the bank. A bearer cheque does not require any’ endorse- 
ment and the bank is not blamed for its negligence or 



p I^Q.a7o29 20th Deoember 1941 



mjSh \jal Pa/l Slngh^Sons 



CREDIT, BANKING AND TRADE 


40 '/ 


inaccuracy if the payment is made to a wrong person, as 
the bank is not required to take any proof to find out 
whether or not th e payee is the rightful claimant. 

A bearer cheque becomeVan ’“ordeir cheque’ if the word , 
‘order’ is inserted by the drawer after having struck out^ 
the word bearer, ^n^order cheque is safer than a bearer 
! cheque, as the bank will" hot 'elocash lt^unTess the payee 
j gn^ya"'’prohf of his'^b wn self . The Fank musF^salTsIy it- 
*'self "fllgrtlfe person to whom a, payment is to be made is 
the rightful claimant. Again,'‘‘an order cheque cannot be 
■ transferred to any one else unless it^"'is "endorsed " hy'T he 
i myesj^ By endorsing it, that is, ^ signing his name on 
’ ffie back of the cheque the payee ’' ^can orde r or authorize 
any other person to receiv e „th6., money. TlJlIusT^he 
hegb’tiability or The transferability of an order cheque 
depends upon endorsemeut. 

A crossed chejuejs^a, cheque on the_face of which two 
vertTcar^paTarfef lines are drawn with expressions like ^ 
“A/C” or “& 00 .” between them. The effect of this cross-' " 
ing is that the payee ^cajauot get, caTliTTbii “presentation!' 

' The”amVunTof the cheque will be credited to the account 
;of the payee and if the payee wants to draw the money 
[he wilTbe required to write another cheque upon the same 
^bank. . Such cheques are very safe aKj^ensure,,pay^ment to 
Jbhe...ie_s]^d,„^rsqh3)hly- "^The paj'ment through a cheque 
is very convenient and safe and practically no time elapses 
between the offer of a cheque and its final encashment. , 
In spite., of their convenience, cheques cannot b^ called | 
mone.^s they _ar,e not jegak tender and as their ^fikpu la- ! 
tion or'iiegotiati on’iT restricted to a narrow area in which} 
the solvency of the parties is known to one another] 
thoroughly. 

Bank Drafts v' 


A bank draft is a cheque . dra.w,n. bv. a ban k upon an- 
other bank or its own "bran ch at a_different place, request- 
iTig it'lo pa^he sum of money mentioned therein to the 
, order of the person named, or to the bearer on demand. 
' A bank dr aft is usuall y pa yable on^_ Remand. In this case 
tiie’Bank’that makes the draft is the drawer, the bank on 
which it is drawn is the drawee and the person to whom 
it is payable is the payee. 


14710 Barrilly Branch 
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Hiuo 9U0 puD puvfJtoqi am aaattn^i Mpuj} 


Shabjahanpuf Branch Tika Earn 

Bareilly Coiporation (Bank) Ltd. Manager 
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Traders and merchants are often required to remit 
money to their creditors living in distant cities and coun- 
tries. One of the cheapest methods available to them for 
discharging their obligations is to get a bank draft drawn ^ 
in favour of his creditor on depositing the cash in the ' 
bank. The bank issuing such a draft charges some 
commission for doing this service. Foreign payments 
are usually made through bank drafts which require no 
acceptance — being payable on demand. 

Bill of Exchange 

A. bill of exchange is an instrument in writing, 
containing an unconditional order, signed by thfe maker, \ 
^ directing a certain person to pay a certain s um of maguey 
only to or to the order of a certain person or to the bearer 
of the instrument. 

A bill of exchange is used exclusively for commercial 
purposes. There are three.. p arties.tO-a..-bil l of exchang e; — 
the drawer , the drawee and the pa^ee. The drawer is 
the person who writes out or drafts the bill, i. e., the 
^c redito r or the seller of the goods. The^ draw_ee is the 
person who is directed to make payment according to the 
conditions specified in the instrument. '<‘T'he^payee..,is the 
person to whom the money is to be paid and he is usually 
the creditor of the drawer. A bill qf^exchange is drawn 
by _ the creditor requiring Jhls^^toiq To pay_jh6j)Um 
specified in the bill either to self or_ somebody else. 
After" T bill has beeu drawn by the seller of the goods, 
it is presented to the buyer or the drawee for his 
i acceptance. The drawee accepts the bill by writing the 
word ‘accepted’ and putting his signature on the face of ‘ 
the birTancl he becomes liable to pay the amount specified 
at the due date. 

From the point of view of pajunent, a bill of exchange 
may be of two kinds. It may be payable on demand iu 
which case it is called a sight hiU„ox^avsliflni HiihUt. A 
bill of exchange in which the drawee is required to pay 
the specified sum after a stipulated period of time — say 
after thirty or ninety days of the acceptance of the bill — 
it is known as time or u sance bill or lihiddati Il undi. lu 
•^the ease of time bills threTextra days known as days of 
grace are allowed iTadditibn to ITie time mentioned in 



Form of an fnland Bid of Exchange 



Messrs. Kapoor S . Sons For The National Stores Ltd. 
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the instrumeut. Jil.. sight bil l is I'ust lik e a Gliec|ue. But 
more generally bills of exchange are time'b*nis, and as 
Hartley Withers has stated, ‘the element of time is the 
\ real outstanding quality in the bilj of exchange which 
\ separates it from the cheque.’ v-'*'' 

Bills -of exchange maybe huland_ bills’ or ' ‘fpimgn 
:’ the former are used in 'discharging internal 
obligations, the latter are meant for meeting foreign 
obligations, i.e , they are drawn in one country and are 
payable in another^ country. Just as internal bills 
'iaStntare'exchange traiis^^actions obviating the necessity 
of metallic money to a considerable degree, similarly 
foreign bills facilitate external trade and serve to settle 
foreign obligations without the how of specie or bullion 
to foreign countries. 

The bill of exchange discharges two obligations at the 
same time. The drawer of this bill, i.e., E. Sarau is the 
creditor of Messrs. Kapoor & Sous, but to the same extent 
he is a debtor to Messrs. Eama Brothers. He, therefore, 
draws a bill on Kapoor & Sous, sends it to Eama Brothers 
who will present it to Kapoor & Sons for acceptance. 
On getting the acceptance of the drawee, it becomes a 
negotiable instrument wliicb can be used for discharging 
any further obligation or can be discounted, i.e., encashed 
at the counter of the bank after deducting the interest 
for 93 days at the market rate prevailing at that time. 


>- 

f 

i 


Handies 

Huudies are iudigeuqus^credijt instruments which arc 
often^TletTIndiah bills of exchange. They are intepal 
lnlICpf"exhlfah^"an'd have been used by Indian merb'hahfs 
for making remittances in the course of exchange tran- 
sactions from very remote times. Their circulation 
depends on local usages and customs prevailing in the 
mercantile community and in some respects the provisions 
of the Indian Negotiable Instruments Act also apply to 
?lHhem.VTbey are issued by credi tors ^ .or-^seli ers o f, goods 
'Jaud discounted hv big shr offs or bankers. Ig he ba nks 
^*also discount huiidies if thej' jiat'e beeu eiidqrsecT^y a 
shroff knolvirj^liredj^'S'as 'regards hfiTfiTiaucial standing. 
Hundies*"are generally ""written in "iliinSra In'S onheyn 
India ; their language is full of formalities and their 



CREDIT, BANKIMG AND TRADE 


413 


prevents the possibility of 8.03* fraud in the transaction, 
iiliti hundies (or usance bills) are also written practically 
in the same style with the difierence that it is payable 
after some period of time specified in the bill. 

Banks and their Functions 

The term ‘bank’ has been defined in various ways by 
different writers. This multiplicity of definitions arises 
mainlj' due to the diverse and intricate functions dis- 
charged by a bank in modern times. For our purpose it 
would be sufficient to say that a bank is an agency whic bj 
borrows mon ey fro m those who are in a position to gi ve} 
and tends the same at a high^ rate ot interest to thos a 
who require it and can utilize it with advantage. The busi'* 
ness of ‘borrowing and tending’ may be carried on either 
by an~ iudividiia l or a ^orporation and these are properly 
spoken as ‘ banke r’ or ‘b aker s.’ But as the two primary 
functions are based upon credit, therefore, a bank is 
more appropriately called an institution dealing in money 
and credit. The importance of efficient and regulated 
banking organization in the economic construction of a 
country is enormous. 

The importance of banking organization can better be 
understood by dealing briefly with the services and 
•functions performed by a bank. 

1. The essential function of a bank is to borrow 
mone3’’ in the shape of deposits from its customers on the 
promise that it will be paid back to the depositor 011 his 
making a demand through a written order, for repayment. 
By ensuring a safe custody of tbe money deposited with 
them and by guaranteeing to pay interest on it, banks 
accumulate into one great reservoir the small and big 
savings of individuals and corporations which are not in 
a position, for some reason or other, to utilize them to 
the best advamtage. A bank receives deposits on ‘ curren t 
account,' ‘ deposit accou nt' and ‘ savings bank deposi ts.’ 

I On deposits in the current account the depositor is allowed 
to withdraw money by cheques without giving any notice 
to the bank. G-enerally no or very little interest is paid 
on such deposits. On deposit accounts the bank pays j, 
.fixed rate of i nterest according to the length of the period 
the money is depositeu with the bank. As a rule, the 
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greatly facilitated commerce and production of goods. 
In the modern business world, sales and purehase.s are 
done on a credit basis and the sellers of goods usually 
draw bills of exchange on their debtors or accept latter’s 
promissory notes in the belief that payment would be 
made at the future stipulated date. Such credit instru- 
ments as promissor 3 ’ notes, bills of exchange, bundles and 
other commercial papers have always to wait for a certain 
period of time before they can be encashed into metallic 
money. But a convenient source of realizing ready 
hieney is provided by banks. The holder can present 
,‘^’such credit instruments to his bank which will discount 
them at their ‘present value,’ that is, purchase them in 
cash by deducting interest at the current market rate for 
'■ the time an instrument has to run. The bank in its 
turn waits for its maturity and realizes the amount from 
the drawee mentioned in the instrument. This is a good 
source of investment and profits to banks. 

6. Banks economise the use of metallic money by 
creating such media of exchange as cheques, bank drafts,' 
etc., and provide cheap and convenient facilities for the 
remittance of money from one place to another. Remit- 
tances of money to distant places are made by sending 
bank drafts which are drawn by one bank upon its 
agencies or other banks. And by the institution of the 
Clearing House System, the mutual obligations of banks 
are cancelled and thus, a great economy of time and money 
is eflfected. 

6. Banks also finance the import and export trade of 
a country by discounting and rediscounting the foreign 
bills of exchange. They also issue ‘letters of credit’ as a 
result of which the inconvenience of carrying money is 

’ avoided. Banks also facilitate the investment of capital 
in industries and thus expedite the industrial and com- 
mercial expansion of poor and undeveloped countries. 

7. Banks grant loans to traders and manufacturers to 
help them to tide over the period of financial stringency, 
as every businessman faces at least the want of cash 
during some periods, thereby stimulating the efficiency 
and continuity of production. But bank loans are seldom 
ipade' in cash. They are usually made by means of ‘book 
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ere lit a S 3 stem unler n’liich tlij Lanl credits m the 
name of the borrower the amount asl ed for and the 
borrower is allowed to draw moiiej b) cheques at his 
convoiiioiice buch ore Jit deposits are called loanable 
capital Tlie creation of credit by a bank depends upon 
Its casli reseives available at that time 

8 A well regulated system of banking organization 
by inspirii g confidence in public, promotes the saving 
habits of the people, helps the creation of effective capital 
for putposes of production In tiie absence of banks 
people would have spent their small savings in the 
gratihcation of their immediate wants or hoarded them 
uiidorgrouiid unprod tetively 

Banks undertake the safe enstody of valuables and 
securities on nominal ciiarges 

10 In addition to these important ^functions, banks 
perform a large number of agency ser\ices on behalf of 
their cusjomors, suph as tbe'xolleotion and payment of 
oheq ne8T*mUs. and* ^ivide nds_ aiTd malftST of periodioal 
pajmentsTo Life or Fire Iiisgrano e Oojnpa nies o n behalf 
of tlieir customers 

11 Lastly, banks by virtoe of their dealings inculcate 
business morality in people, and promote the virtues of 
honesty, promptitude and good faith among their clients 
The educative advantages thus accruing from banks are 
of no mean importance 

Various Classes of Banks tn the Indian Money Market 

III view of the varied economic activities, every pro- 
gressive country has found it mnch more suitable and con- 
venient tn institute different kinds of banks, each specia- 
lising in some particular cbauuels of banking But if one 
particular kind of bank undertakes to handle a particular 
type of business, it does not preclude it from taking other 
functions which are mostl 3 performed by other classes of 
banks As such, no demarcating line can be drawn as to 
the functions of any particnfar type of bank 

By a money market is meant all those institutions and 
parties whioli deal in the ‘borrowing and lending’ of 
money It refers to the entire regiorj where borrowers 
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and lenders of money are found connected witli tlie use. of 
vioneij. Broadly speaking, various kinds of banks, dis- 
count houses, private bankers, bill-brokers are regarded as 
the constituents of a mone 3 ’-markefc The essential func- 
tion of a monej^-market is to supplj' to the manufacturers 
and traders with the requisite amount of capital and 
credit for purposes of production and exchange dealings. 
Another important function of the money-market is to 
supply' currency according to business needs of the coun- 
try and to maintain the relative stabilitj' of the purchas- 
ing power of the monetary standard. 

The money-market in India consists of the following 
constituents : — 

(rt) The indigenous bankers and money-lender's known 
by different names in different parts of the country — 
Shroffs, Marwaris, Sahukars, Mahaians, Boharas, Chetties, 
Seths, etc. 

(6) Modern banking institutions modelled on European 
lines. 

■ 1. The Eeserve Bank of India. 

2. The Imperial Bank of India. 

3. Joint-Stock Banke. 

4. Exchange Banke. 

6. Co-'operative Banks. 

6. Savings Banks. 

7. Industrial Banks. 

8. Land Mortgage Banks. 

Indigenous Bankers 

Indigenous banking has been carried on from times 
itirmemorial and researchers have unearthed plenty? of 
material to show that many of the banking practices of 
our age were followed by indigenous bankers, long before 
thej' were known to any country of the world. The in- 
digenous bankers and money-lenders performing a large 
variety of functions in respect of agriculture, trade and 
general banking are found scattered all over the length 
and breadth of the country. The indigenous banker is 
called bj^ various names — the Mahajan, the Bania, the 
Sahukar, the Shroff, the Seth, the Bohara. Different castes 
also conditct money-lending and banking in different pro- 
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of loans is small, on tlie personal security of the borrower 
at a fixed rate of interest, or on the condition that tiie 
producer would sell his finished commodity to the 
money-lender at the predetermined prices. Such money- 
lenders undertake both money-lending and trading. 
Scientifically speaking, mou63'-Ienders cannot be called 
bankers, for except lending of money, they do not under- 
take any of the other functions of a b.-inker. lie main- 
tains a small amount of capital and lends it to the bor- 
rowers at the highest rates he can possibly exact from 
them. He advances loans for any and every purpose and 
is not particular whether they will be spent productivelj' 
or extravagantly. He does not receive deposits of any 
kind and as such he can hardl3' inculcate the habit of 
thrift and econom3’ around him. In short, he is a money- 
lender but not a banker. 

The indigenous bankers, undertake a good deal of 
general banking business which is done by modern banks 
and play an effective part in financing internal trade and 
industry of the country. They carry on the functions of 
mone3'-leudiug, receiving deposits on current and fixed 
accounts, allowing cash credits and issuing and discount- 
ing hundies of both kinds — demand and usance. But 
there are differences in detail between the functions of an 
indigenous banker and those of a joint stock bank. Indian 
banking is carried on by private individuals or families 
and not on the joint stock basis. The indigenous banker 
raises a very little amount of capital from deposits and 
withdrawals against deposits are in cash and not by 
cheques. Another important difference is found in the 
fact that the indigenous bankers carry on a variety of 
functions apart from the banking business. The3' com- 
bine banking, with trade and commerce acting as grain- 
dealers, commission agents, brokers, traders and indust- 
rialists. This combination of functions has been regarded 
as one of the main causes of the decline of banking busi- 
ness of the indigenous bankers. There are also some 
other important causes which have contributed to the 
weakening of their banking business. Nevertheless it has 
been truly remarked that ‘even at the present time the 
shroff continues to play an important part in the finan- 
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pial system of the comitrj a<? an indispensable link bet- 
ween the Indian money market and the vast tradinj; com 
munity ’ He finances the agriculturist through local 
sah<l.ai8 and money-lenders, the petty artisan uiid the 
small trader assists in the movement of crops to coiisum 
ing areas or to the ports, and distributes all kinds of goods 
111 the country 

In respect of providing finances to agriculture, cottage 
industries and internal trade of the country, the part played 
by money-lenders and indigenous bankers is of enormous 
usefulness which c^u hardly be dispensed with at the pre- 
sent time when the absence of organized banks is keenly 
felt in India ihe Central Banking Inquiry Committee, 
after investigating the weak featuies of the indigenous 
bankii g have put forward many useful suggestions, the 
adoption of which must go a long way in improving the 
position of the indigenous banker and making liim a use- 
ful member of the Indian banking system 
Imperial Bank of India 

The Imperial Bank of India was formed in January 
1921 by the amalgamatior of the three Presidency Hanks, 
namely the Bank of Bengal, the Bank of Bombay and the 
Bank ot 2Ladras which were founded in 1806, 1840 and 
1843 respectively The need for such a bank which would 
bring uniformity and stability into the Indian money- 
market was felt long ago before its inception The Im- 
perial Bank of India is governed by a special Act known 
as the Imperial Bank of India Act, which defines the 
restrictions imposed and privileges conferred on the 
Imperial Bank and determines the fiscal relations it will 
have with the Government of India The control of the 
Bank is entrusted to a Central Board of Governcrs with 
three local boards at Calcutta, Bombay and Madras which 
look after the working of the business of the bank in their 
respective jurisdictions 

It 13 a commercial bank with private shareholders and 
competes to some extent with other banks It inherited 
from Its three predecessors certain functions as a bankers’ 
bank, which, together with its increased responsibilities 
as the Government bankers, accounts for some of the 
existing restrictions imposed on its activities by its present 
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charier. The important restrictions are ; — 

{i) The Bank cannot make any loan or advance — 

[a) for a longer period than six months, 
ih upon the security of its own stocks and shares, 

(o' ou the original security of immovable security. 

{ii) The amount which may be advanced to an 3 ^ in- 
dividual or partnership firm by way of discount on any 
personal security is limited. 

{iii) The Bank cannot discount or advance on the 
securit}' of any negotiable instrument of anj' individual 
or partnership firm payable at the town or place where it 
is presented for discount, which does not carry on it the 
separate responsibilities of at least two persons or firms 
unconnected with each other in general partnership. 

(iv) The Bank is prohibited from transacting an 3 ^ 
business not specified in the Act, foreign exchange business 
being one of the excluded items. 

The main functions of the Imperial Bank may be sum- 
marized as follows : — 

1. It acts as a bankers’ bank inasmuch as most of the 
banks in India keep their balances with it. It manages 
the Cle aring Houses and supplies the necessary su per vis- 
i ng staff. The business of the settlement of jcrqss, clajms 
is carried on in the precincts of the Imperial Bank. 

2. It advances money on the security of stocks, 
GoLvernment . securities, debentures, goods or documents 
of title, accept^l billsjof. exchange or_ pro-notes, etc. 

3. It draws, accepts, discounts and sells bills of ex- 
cha iige and other negotiate securities payable in India 
or Ceylon. It also deals jn foreign bills of exchange with 
the sanction of the Governor-General in Council. 

4. It receives deposits, securities for safe custod 3 ’^ and 
undertakes other banking functions. 

b. ‘With a view to increasing banking facilities and 
fostering among the Indian people the habit ^f bankings 
and investment, the Imperial Bank of India was placed 
b 3 ' Government under a statutory obligation to open . 1 UQ 
new branches within the first five 3 -ears of iis inaugura- 
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tion Tins obligation was dalj fulfilled and 120 n ew 
brandies were opened at places where there was already 
a brauch of ono or other of the Indian joint stock banks’ 

The Bank acts as a fiscal agent to the Government of 
India m so far as it receives all moneys from the general 
public on behalf of the Government and keeps Govern- 
ment balances at the head quarters and its branches The 
bank has had no rights to issue notes as a result of wlnoh 
there remained a dual control over the credit and 
curionoy policy of India, the lattei being controlled by the 
Government of India 
Exchange Banks 

With the growth and development of import and ex- 
port trade of India exchange banks came to be established 
to facilitate foreign exchange (ian«actioiis But as the 
foreign tiade, lu the initial stages, was mostly confined 
between India and Englaud, the early exchange banks 
established in India were the branches of English banks 
liaving their iieatl offices in London But later on, as 
the leading industrial oonntrics of the world began to 
partake of our foreign trade on an increasing scale, 
many branch agencies of exohange banko situated m 
I ondon or on the Continent or m the Far List and the 
United States have come to be established in India. 
Some of them carry on their considerable portion of 
business in India eg, the National Bank of India, the 
Peninsular and Oiiental Banking Curporation and the 
Chartered Bank of India while otheis mo doing only 
a small poitiou of their total business lu India 

The principal funotiou of exchange banks is to finance 
tlio foreign trade of India The exchange banks purchase 
and discount bills of exchange drawn by Indian exporters 
and they also collect on malunty the proceeds of bills 
iliawn on Indian importers foi goods purchased by them 
They deal in drafts, telegraphic transfers payable in 
’LtitiAoti Ktoli ‘tVi-e Jia t.Vi% 

Imperial Bank of India has been prohibited by law to 
finance foreign trade except foi its onstomer'i on a liiniled 
scale and as tbe Indian joint stock banks liave neither 
the requisite resources nor the specialized training and 
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knowledge to carry on that business, exchange banks are 
the sole monopolists as regards the financing of the 
external trade of India. In the branch of deposit bank- 
ing they are a serious rival to our Indian joint-stock 
banks. They have lately begun to take an important 
part in financing the internal trade at those places where 
their branches are located. In spite of such an immense 
amount of Indian trade being carried on by foreign 
exchange banks, it is an unfortunate instance in the 
career of Indian banking to have not a single bank doing 
purely foreign exchange business. 

Indian Joint-Stock Banks 

It was in the earlier decades of the nineteenth century 
that the European merchants took the initiative of start- 
ing joint-stock banks in India for financing the internal 
trade of the country. The purely Indian joint-stock 
banks called the Oudh Commercial Bank was started in 
1881. Since then the number of Indian joint-stock banks 
has steadily increased in spite of serious reverses en- 
countered many a time by the Indian banking sj’^stem. 
During the year 1906, in the wake of the Swadeshi 
Movement, many Indian joint-stock banks came into 
existence specially in Western India, the United Provinces 
and the Punjab. But the mushroom growth of banks 
■without any specialized knowledge on the part of the 
directors and managers led to a serious banking ^ crisis in 
1913-14, when about fifty-five banks went into liquidation, 
during the course of a single year, and spread panic in 
the public. Confidence thus being shaken, the foundations 
of many important and big banks shivered and tumbled 
down as a result of the onrush of the creditors. This 
banking crisis brought to light some of the very weak 
points of the Indian banking system and since then, 
efforts have been made to remove them. 

The joint-stock or commercial banks in India play an 
important part in mobilizing the savings of the country 
for their productive employment in the furtherance of 
trade, commerce and industry. They attract deposits 
from the people by paying different rates of interest on 
them. The commercial banks finance the internal trade 
of the country by discounting bills of exchange and 
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coHectnis money from the drawee on their maturity 
‘Ihey aUo take part m the movement produce from 
the Milage to the esportiug ports niitl in (lie distribution 
of imports from the ports of entry to the distributing 
centres ihe business of these banks so far as the 
Bgriculiunsts are conceiiied is usually confined to tho 
larger landholders, the planting commuintj and others 
who possess tangible and marketable secunt} ’ Ihey 
do not engage themselves in the financing of industries 
nor do they lake part in the fiuatictug of foreign trade 
Almost III every town of commercial and industrial 
imporiance Iheie is found a bank or a bianoh bank 
doing a considerable business of banking Hut still there 
arc seieral urban areas which are not served by modern 
banking faeiUtios 
Co operative Bank* 

Xho coopeiatue banks weie established m IDOX in 
order to provide a huiiable fmaucial agency that could 
relieve and save tlie poor onliivatois and artisans from 
the hiianoiat embarrassments and the high rates of 
interest of the local money lender Co operative banks 
afford banking facilities to the poor requiring credit for 
prodttolire employment The primary ciedit societies 
which are found working mostly in rural areas of the 
country are at the bottom of the financial structure) 
The primary aocieUes are financed by central banke 
(operating in a district or a smaller area) which can 
secure a larger amount of fund'> than a primary society 
by attracting a better cla«s of investors in the towns. 
'Ihese central banks not only provide funds to primary 
societies but they also act as balancing centre** inasmuch 
as they take over tlie idle balances for investment from 
those societies which can spare from thoir surplus funds 
'iho chief function of (he central banks is to provide 
finance to their affiliated primary societies lliey receivo 
deposits from the public and mcroaso iheir funds by 
Icravi's KK-a P^u^Wl^'rtA Ithv.U tvr •M vViC- 

central banks in a province arc afniinled It forms the 
higlxst Kta'o III the co opeiativo fiiiatioial structure 
Jle-'iilps the pniiinry agriciiltiUHl irtdit *-« (.it-iie-', there 
are aUo non ngncuUural credit Fttu-iit boll nuh limited 
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and unlimited liabilitj" which provide credit facilities to 
small traders, artisans, industrialists, labourers and clei'ks. 
The co-operative banks besides organizing credit play 
. an important part in encouraging the habits of thrift, 
economj^, honesty and sociability. 

Savings Banks 

Savings banks are chiefly meant to inculcate the habit 
of thrift and investment amongst the poor classes. Now- 
a-days it is the usual practice with the joint-stock banks 
to open a separate account, called ‘savings section’ for 
doing this business. There are many co-operative thrift 
societies, particularly in the Punjab, which encourage 
savings among those for whom the}' are meant. But by 
far the most important agency which has stimulated thrift 
and savings among the smaller investors is found in the 
Post-Office Savings Banks wherein such a low sum as Eupee 
one can be deposited. As they are directly governed 
by the Government through the Postal Department, they 
naturally provide a very safe and secure means of invest- 
ment, It is suggested that with an extension of Post- 
Office Savings Banks in those areas where they are not 
available at present much of the slender savings of agri- 
culturists, artisans, wage-earners, small merchants, traders 
and industrialists can be mobilized for the great profit of 
the country. There are no Industrial and Land Mort- 
gage Banks worth the name in our country. These banks 
need a large amount of money for long term investments. 
Our industries need an early establishment of .such banks 
to finance them. It will be a boon to the agricultural 
classes of India if land mortgage banks are opened on ex- 
tensive scale. 

Reserve Bank of India 

The importance of a Central or Reserve Bank in the 
sound economic life of a country cannot be over-exag- 
gerated. There exists a very close relation between the 
maintenance of financial stability and a central banking 
organization. It was after 1920 that the public opinion also 
got awakened to the necessity of having a central bank 
for the due performance of such important functions as 
note-issue, management of cash balances and regulation 
of foreign exchanges, etc. 'I’lie Impel ial Bank of India 
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was set up in 1921 with the idea that it would rise to the 
full stature of a central bank, but it proved only a lialf* 
way measure In 1925 when the Royal Comini«siou on 
Indian Cnirency and Finance presided o^er by Hilton* 
Young was surveying the carreucj situation of India, the 
control of currency and credit was in the hands of two 
distinct autliouties — the Goveniment and the Imperial 
Bank of India whose policies could at times be widely 
divergent Ihe Commission were of opinion that this 
state of affairs should cease to exist, and if monetary 
stability was to be achieved, there was the necessity of a 
unitj of policy m the control of currency and credit The 
Hilton Young Commission, therefore, definitely recom- 
mended the establishment of a Reserve Bank in India 

But owing to some sharp differences of opinion bet- 
ween the Government of India and the Legislative Assem 
bly on tlie question of (be management of the Bank, the 
Reserve Bank Bill introduced in January 1027 could not 
get through the Assembly nitli tbe result that the Bill 
was eventually withdrawn and was again introduced in 
the Legislative Assembly lu 1033 In March 1935 appHca 
tions for shares of the lieserve Bank of India were invited 
and the middle of 1035 the Reserve Bank of India 
began its regular work of controlling and organizing the 
inone^ market of India 

Tne Reserve Bank of India is a share holders’ bark 
with Rs 6 crores as ils original share capital, divided in- 
to 600,000 shares of Rs 100 each, which are fullj paid 
up There are five registers of shares, namely Delhi, 
Calcutta, Bomba 3 , Madras and Rangoon 'Ihe manage- 
ment of the Bank is entrusted to a Central Board consis- 
ting of ID Directors — a Governor, two Deputy Governors, 
four Directors and one Government official to be nomi- 
nated by the Governor-General in Council, and eight 
Directors to be elected on behalf of share holders on the 
various registers The oumulativo dividend on shares 
has been txed at S'/x P^r cent per annum by the 
Governor General iii Council 

The Reserve Bank of Innia u autlionzed to carr} on 
the following commercial busiues'*, viz, (0 to accept 
monej on deposit without interest (iij to { urchase, sell 
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and rediscount bills of exchange and promissory notes 
with certain restrictions ; (iii) to make loans and advances 
for not more than 90 daj's on the security of stock, funds, 
gold or silver, bills of exchange and promissory notes ; 
(iv) to make advances to Local Governments for a period 
of not more than three months from the date of the 
making of the advance ; (v) to issue demand drafts made 
' payable at its own offices or agencies ; and (vi) to borrow 
money for not more than one month for the business of 
the bank 

The central banking functions of the Reserve 
Bank are to accept money on account of the 
Secretary of State in Uouncil, Governor-General in 
Council and Local Governments and to carr 3 ’^ out their 
exchange, remittance and other banking operations in- 
cluding the management of public debt aiid the issue of 
loans on conditions that may be agreed upon. The Bank 
has the sole right to issue notes and this right is now 
exercised by the Issue Department which has taken over 
from the Governor-General in Council the liability of all 
the currency notes of the Indian Government. The Issue 
Department is kept separate and wholly distinct from 
the Banking Department and its assets are not subject to 
any liability other than the liabilities of the Issue 
Department The assets of the Issue Department consist 
of gold coin, gold bullion, sterling securities, rupee coin 
and rupee securities equal in value to the total amount of 
the liabilit 3 ^ 

The Reserve Bank of India now controls the mone 3 '- 
market by acting as a bankers’ bank to the Government 
and the other banks in the countr 3 ^ and by taking over 
the balances and cash reserves of commercial banks and 
by granting them loans and rediscount facilities. It 
helps to bring out the necessary expansion and contrac- 
tion of currency in consonance with the requirements of 
trade and business at any given time. 

A, special agricultural credit department has been 
created with the Bank the main function of which is to 
co-ordinate the operations of the Bank in connection 
with agricultural credit and its relations with provincial 
co-operative banks or any oilier bank or organization 



TRADE OF INDIA 


429 


The mercantile traffic bj sea, however, was gradually 
abandoned after the tenth eentuiy. But on account 
of the establishment of good means of communication 
through the North-West Frontier the overland trade of 
India showeH a considerable improvement. Moreover, 
with the opening of good roads during the 2Iohammadan 
period and the utilization of the river- sj’stem as a means 
of transporting agenc 3 - together with the patronage 
extended by the nobility and the ruling chiefs specially 
in the production of luxury goods, the internal trade of 
the cottntry showed a considerable increase in value and 
volume. 

The revival of foreign maritime, however, took place 
in 1498 with the classic discovery of the sea route round 
the Cape of Good Hope. In the succeeding centuries the 
leading maritime nations of Europe competed with one 
another for appropriating the largest share of the Indian 
commercial trade. But by the end of the eighteenth 
century the English East India Company was completely 
successful in driving other companies out of the com- 
petitive arena. In the nineteenth century, the foreign 
trade of India showed a considerable expansion due to 
the invention of steamships, opening of the Suez Canal 
in 1869, the construction of a network of roads and 
railways in India and the increased political security 
afforded by the newly-established Government for the 
commercial development of the countrjn But the direc- 
tion and the nature of India’s foreign trade underwent a 
considerable change, a change which proved in many a 
respect detrimental to’ the country as a whole. India 
which had hitherto for centuries exported manufactured 
products to all the countries of the world gradually 
became, due to economic disabilities, dependent for those 
very articles upon the foreign industries. India became 
an exporting country of raw materials and food materials 
to feed the growing industries and population of the in- 
dustrial countries of the West and she has not been 
able to recoup so far, her former position of unrivalled 
supremacy. 

But whilst India is pre-eminently an agricultural 
country, she ranks as one of the great industrial countries 
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dustrial needs want protection and not a policy of Imper- 
ial Preference. The country will gain by having bi-lateral 
commercial treaties with foreign countries instead of pre- 
ferential duties on import and export trade. The Indo- 
Japanese Trade Agreement and Lees-Mody Pact mark “a 
further stage in the trend of economic intercourse from 
competition to agreements.” 

The War in the West and the entry of Japan into the 
War and the consequent dislocation of shipping in the 
Pacific have changed the quantum of goods in our inter- 
national trade. The total value of exports to foreign 
countries of Indian merchandise was Rs. 187 erores in 
1940-41 as compared with Rs. 212 erores in the first year 
of the War. The total value of imports in 1940-41 was 
Rs. 175 erores as compared with Rs. 161 erores in the 
first year of the War. The recorded balance of trade was 
favourable to India to the extent of Rs. 12 erores as com- 
pared with Rs. 61 erores in the first year of the War, 
“The mere fact that the figures of the foreign trade of a 
country have grown is, however, not in itself a proof of a 
corresponding growth of prosperity. The nature of the 
commodities exchanged must, therefore, be carefully 
examined before arriving at a conclusion regarding the 
real advantages of foreign trade.” 

Chief Characterintics of the Foreign Trade 

The important characteristics of India’s foreign trade 
may be briefly mentioned as follows : — 

1. The flrst important feature of India’s foreign trade 
that cau hardly escape anybod 3 '’s notice is, that her prin- 
cipal exports consist of food materials and raw materials 
while her imports consist almost wholly of manufactured 
articles. She exports raw cotton in huge quantities to 
Japan and the United Kingdom but only to import it in 
the form of manufactured cotton piece-goods. She ex- 
ports oil seeds to European countries only to get them 
back in the form of purified oils. Metallic ores are ex- 
ported but pure metals are imported. Hides and skins 
are sent abroad for treatment. This shows the predomi- 
nance of agriculture and the acute dependence on foreign 
countries for the supply of machinery and other manu- 
factured goods, 
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2 Aiiotlier irapo taut feature is that under normal 
condittoii of trade and commerce oiu expoits are iii excess 
of imports, so that the balince of tiade is alwajs favoura- 
able to India The excess of exports is almost made ob- 
ligatory on the pait of India due to lier political subjec- 
tion and liaMijg contracted debts in foreign couutnes for 
a vaiietj of purposes A large portion of the excess is 
accounted for the settlement of Ilome Charges which the 
CTOvermiipnt of India ha\e to incur in England k large 
payment has also to be made for the set vices rendered by 
the toreigc bankers, Euiopeaii siiipping, iiisuiance com- 
panies, etc , Ml tlie movement of articles of merchandise 
from and into India Howevei, a portion of the excess is 
imported in the form of gold and silver 

8 As a result of the nuentiou of steamships making 
possible the carnage of cargoes at cheap cliarges, the ’sea- 
borne trade of India has come to ocoupy a very large and 
prominent positiou in the foreign trade of India, her over- 
land trade over trans-frontier couiiines having paled into 
iiisignifioatice 

4 Althougli India maintains her external trade with 
most of the important countries and islands of the world, 
the bulk of our foreign trade is earned on with the 
United Kingdom Out of the total imports m 1939-40 
about 40 per cent imports into India oome mainly from 
the United Kingdom and 32 per cent of exports were 
taken by the United Kingdom 

o III spite of au extensive foreign tiade it is a 
gloomy feature to observe that about S8 per cent of the 
sea borne trade is earned on by non-Indians m foreign 
ships and thus, a highly lucrative held of investment, 
employment and eainings is taken away from the hands 
of Indians As late as the beginning of the nineteenth 
century, Indians plied their own ships between different 
seaports of India and carried cargoes to European 
couutnes The development of Indian shipping milnstry 
as desirable in the interest of ludiau foreign and coastal 
trade 

Chief Articles of Import 

The following table shows the comparative impor- 
tance of the principal articles imported into British ludi^ 
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(In thousands of rupees) 


Articles 

1939-40 

Percentage 
on total 
imports in 
1939-40 

Cotton and cotton goods 

22,10,34 

13-37 

Grain, pulse and flour 

21.80.54 

13-19 

Oils 

18.62,31 

11-27 

Maciiinery and millwork 

14,66,95 

8-88 

Metals and ores ... 

10.87,30 

6-58 

Vehicles ... 

6,87,07 

4-16 

Instruments, apparatus and 



appliances 

5.57,79 

3-37 

Artificial silk 

4,58,68 

2-78 

Chemicals 

4,51,76 

2-73 

Dyeing and tanning substances ... 

3,60.86 

2-18 

Paper and pasteboard 

3,45,92 

2-09 

Sugar 

3,31,58 

2-01 

Wood and timber 

2,69.73 

1-63 

Provisions and oilman’s stores ... 

2,63,48 

1-59 

Drugs and medicines. 

2,61,21 

158 

Spices 

2,54,50 

1-54 

Hardware 

2,26,86 

1-37 

Liquors ... 

2,19,15 

1-33 

Wool, raw and manufactured 

2,16,30 

1-31 

Silk, raw and manufactured 

1,82,21 

MO 

Rubber manufactures 

1,48,42 

0-90 

Manures ... 

1,25,15 

0-76 

Fruits and Vegetables 

1,21,28 

0-74 

Tobacco ... 

1.16,97 

071 

Paints and painter’s material 

1,02,55 

0 62 

Glass and glassware ... 

1,01,77 

0-62 

Precious stones and pearls unset... 

87,80 

0-53 

All other articles • ... 

18.28.01 

11-05 

Total value of imports 

1,65,27,49 

100 
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III the wake of trade depression that oveiihadiwed 
tlie world m J929, India conid not escape the ^lioek as 
the total value of her external ttade suffered an eiior- 
inons contrnetton According to an expert authority 
‘the tolal value of world trade in the third quarter of 
1932 uas only about oiic*third of the oorrespotuling 
period of 1929 ’ 

Cotton manufacturet 

Cotton manufactures and yarn are impoited niainly 
from the United Kingdom and Japan, the latter proving 
a serious rival to the former in the Indian marl et Imports 
of cotton piece goods araonuled to 579 million yards of 
which 394 iiiillioit yards were supplied by Japan The 
imports ot twist and yarn were valued at Rs d 52 laUis 
while cotton inniinfactores were valued at Rs 11, 5J lakhs 
Of the total quantity of piece-goods imported into India, 
Bengal received 31 per cent, Bombay 2$ percent, Smd 
25 pet cent, Ufadras 7 per cent, and Burma 9 percent 
'ihe imports ii cotton goods have declined considerably 
due to the war and to the extended use of the Indian mill- 
made articles by the people The Khadi Movement has 
also provided a Qlltp to the neglected handloom weaving 
industry with the result that about cuo-fourtU of the 
total demand for cloth is met by this industry 
Metal*, Machinery and Hardware 

India impoits every year large quantities of iron and 
steel notwithstanding Ihe large output from our mines 
Maehiuory for cotton, yule, sugar, paper, electrical plant, 
sewing machiaes, hardware, etc , are imported from the 
United Kingdom, the USA, and Germany The 
ii\imb<‘r of motorcars imported in the year 1939-1940 
was 99 72 5314 cars wete imported from the United 

Ivingdom, 29()9 from the USA, 9G3 from Canada, and the 
rest from Italy and France The number of cars on 
Indian roads is steadily luoieasing It was 174,077 in 1940 
Oil* 

Mineral oils are mainly imported from the United 
States, Russia atul Persia The share of the United States 
which was about 60 per cent of the total imports has now 
considerably declined while that of Russia and Persia |s 
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on the increase. The total imports of mineral oils of all 
kinds is steadily increasing and was 463 inilHon gallons 
in 1939-40 valued at Rs 17,13 lakhs. 

Silk, Wool, etc. 

Artificial silk is imported mainly from .Japan and its 
consumption in India has increased due to its cheapness. 
Piece-goods made entirely* of artificial silk amounted to 
89 7 million yards while that of pure silk amounted to 
22 9 million yards. Imports of raw silk and yarn were 
2S0 lakh lbs., that of artificial silk j’arus were 3160 lakh 
lbs. The principal suppliers of silk both raw and manu- 
factured are China, Japan, Italy and Switzerland. Wool, 
raw and manufactured is mainly imported from Australia, 
Persia and the United Kingdom. .Japan for the first time 
in 1934-1935 captured the major share of the trade in 
woollen piece-goods, her share being 7'3 million yards as 
compared to the United Kingdom’s share of 4‘2 million 
yards. Japan is practically out of the market now. 

Sugar 

The imports of sugar have decreased considerably both 
in value and volume due to the increase in the number of 
sugar factories in India, since the time protection has been 
given to tliis industry against foreign competition. lu 
1924-1925 the value of the imported sugar was Rs. 21 
crores while at present it is below Rs. 1 crore. India is 
the largest producer, importer and consumer of sugar in 
the world. The new Excise Duty of Rs 3 per cwt. it is 
feared, will affect the industry very adversely, but the war 
has changed the situation entirel 3 ^ 

Liquors 

The total imports of wines w'ere 4 3 million gallons 
while spirit to the extent of 1*1 million gallons was impor- 
ted. The consumption of foreign liquors in India is inc- 
reasing very rapidly. The prices have gone up very high 
due to the heavy decline of imports from many countries. 

Drugs, Paper and Chemicals 

The imports of these articles is on the decrease due to 
many Indian firms which have started the production of 
these commodities. 
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Chief Articles of Export 

The following table shows the comparAlive unpoitance 
of the priiioipiU articles exported from liiilish Iiuin 

EXPORTS 

(In thousands of rupees) 


Articles 

I 19391840 

Percentage 
on total ex- 
ports m 
1939 1940 

Jute, raw 


9 70 

Jute manufactures 

48.68,78 

23 93 

Cotton, raw and waste . . 

31,0415 

15-26 

Co'ton manufactures 

8.57.58 

422 

Tea 

2607.78 

12 82 

Seeds 

11,89,53 

585 

Leather 

7.69.13 

3 78 

Metals and Ores 

6,45,25 

3-17 

Grain, Pulse and flour ' 

5.07.37 

2-49 

Hides and Skins raw 

4,08.85 

201 

Wool raw and manufaciured 

4,04,34 

1-99 

Tobacco 1 

2,52.81 

1-24 

Fruits and Vegetables 

2,36,94 

M6 

Oil cakes ... ' 

2,02.92 

l-OO 

Coal and Coke . . 1 

1,93,35 

0 93 

Lac 

1 1.88.57 

0 9J 

Mica 

3,7257 

0 85 

Oils 

1.37,47 

06S 

Coir 

3,28.24 

063 

Spices 

3,07,93 

0-53 

All otiier articles 

33,8080 ! 

6-79 

Total value of exports ... i 

2.Ui,43.54 ( 

lOU 


Jute, raw and manufactured 

Raw jute is exported to GernoaHy, the United King- 
dotn, Italy, France and the USA while jute manufac* 
ture», consisting mainly of guuny bags and cloth, go to 
the TJ S A , Australia, Aigentine and very small quan- 
tities to other countries. The total exports of gunny bags 
lias increc'ed from 402 million to 1211 million bags while 
the total yardage of gaiiiiy cloth has increased from 1003 
million yards to 1,800 million yards The total exports 
of raw jute amoniitcd to over 1,651|000 toii'i Owing to the 
war the demand for gunny bags has become tenfold. 
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Colton, raw and manufactured 

The largest proportion of our cotton goes to Japan, 
China, ihe TJnited Kingdom and Italy. The export trade 
in yarn came to a close, owing to the Japanese spinning 
industry. Cotton manufactures are, however, exported to 
Persia, Afghanistan, Ceylon, Iraq, etc. .Japan purchases 
about 1,056,000 bales of cotton annuallj^ while the United 
Kingdom’s import of cotton from India has fallen con- 
siderably. Japan's entry into the war has stopped these 
exports. A vigorous policj' of industrialization due to 
war with all the facilities that go to expedite the succes- 
ful development of an industry is sure to promote the 
export trade in cotton piece-goods. 

Grains, pulses and flour 

India being an agricultural countrj'^ exports rice 
(1,744,000 tons, about 90 per cent.) wheat, (21,000 tons, 
7 per cent.) pulses, (1,12,000 tons) maize, barley, etc., in 
small quantities to manj? countides such as the United 
Kingdom, Germany, Japan and China. The export trade 
of food-grains is losing ground in the Western countries 
due to the increase in the production of these commodities 
in other places and secondly due to many restidctious that 
have been put by many countries to check the imports of 
food grains. 

Tea 

The lai'gest customer of tea is the United Kingdom, 
taking about 90 per cent, of the tea exported from India ; 
our other customers are Canada, Persia, New Zealand, 
Australia, the U. S. A., etc. Exports to the United King- 
dom during the year 1939-40 amounted to 287 million lbs. 
valued at Rs. 18 crores on the outbreak of war, the 
Government of the U. P. took out the whole stock in that 
country and prohibited all exports. 

Oil seeds 

The more important varieties of seeds exported are 
linseed, groundnut rapeseed, castor, sesamum and cotton 
seed. The total exports are now declining and have come 
down to 849,000 tons as compared to 1,124,300 tons in 
1933-1934. Tliis is a good sign as India needs' her oil 
seeds for herself. 
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Hides and skins 

The total shipment oI raw hides amomiled to 31,700 
tons The trade in raw skin is declining 

Metal ores and lac 

The total exports ot metals and ores amounted to 
1,&45,000 tons valued at Rs 645 lakhs Jlangaiiese and 
pig-iroii are the chief ores exported Shelko is exported 
111 small quantities 

BALANCE OP TRADE AND ACCOUNTS 

1 he turn-over of India’s overseas trade is changing 
ver}' rapidly due to the intei national situation created by 
the war Exports and imports to and from many coun- 
tries have stopped altogether The total value of exports 
to Empire Qouutcies rose to Ue. lit crores ui l940'191l 
while imports from Empire countries in the same }ear 
amounted m value to Rs 99 ciores Imports from the 
USA under Lease Laud are incieBSing ver} rapidly 
every month 

Tlie visible balance of trade always remain in favour 
of India It was Rs 38 ciores m i939 40 as compared to 
Rs 12 orores in 1940 41 

Large quantities of private treasuies oliiefl} gold are 
exported every 3 ear The true balance of trade cannot 
be estimated by tlie expoits and iiupoits of merchandise 
alone Our visible excess of exports has to pav for many 
invisible imports t.uch as Home Charges, etc The follow- 
ing balance of accounts should be taken into considera- 
tion to ariive at a leal balance of trade during aiij' par- 
ticular year 

Exports (Credit side) Imports (Debit side) 

1 Value of merchandise 1 Value of meiohandise 

2 Private borrowings m 2 Payment of interest and 

otliei countries prim-ipal 

3 Government borrow- 3 Payment of inteiesi end 

ings abroad }«iincnial by Government 
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4. Remittauces to meet the 
expenses of Indian stu- 
dents and tourists abroad. 
Money sent by merchants 
and others for their 
dependants in foreign 
countries. 

5. HomeCharges^ — pensions, 
pay and fuidongh allowan- 
ces of servants abroad, 

V • 

expenses of India Office, 
Capitation Charges and 
store purchases. 

6. Commissions and pre- 
miums paid to banicsand 
Insurance Companies. 

7. Freight charges paid to 
foreign ships. 

8. Miscellaneous payments 
to foreign countries. 

e 

It has been already pointed out that the United 
Kingdom has been the greatest customer in the import 
and export trade of India. During years, preceding the 
Great War, the share of the United Kingdom in the 
import trade of India was formidable amounting to about 
64 per cent, of the total imports. But during and after 
the War the share of the United Kingdom declined 
considerably in face of the competition from the indus- 
trially’ advanced countries like the United States, Germany’, 
Japan and Belgium. The extent of the fall can easily be 
realized from the fact that in 1931-32 the percentage share 
of the United Kingdom in our import trade was 36'6 only. 
But as a result of the Ottawa Agreement entered into by 
the Government of India with His Majesty’s Government 
whereby some of the British products are admitted into 
India at preferential rates, the United Kingdom has been 
successful to a certain extent in establishing her markets 
again. Germany, the United States, Italy, and Belgium 
are losing their Indian market. On the other hand, 


4. Private remittances of 
mohey for meeting 
expenses of schools, 
mission houses and 
churches. 


6. Expenses by’ tourists 
in India coming from 
other places. 


6. Miscellaneous receipts 
of money from foreign 
countries. 


The Direction of India’s Tradi 
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Japan trj mg to dominate our market threatening the 
very existence of the inilastrial enterprises in India 

On the expott aide, the Halted Kingdom la the largest 
purchaser of Indian goods In recent 3 ears lier share m 
our export trade is increasing But our exports to other 
countries have deohned during the same period 
Internal Trade 

Like the United States of America and China, India 
comprises an extensive area of about 1,800,000 square 
miles rind olTers an immense scope for niternnl trade 
luteinal traiie of the country may be classiHeil into two 
groups (1) Inland trade, and (2) Coastal trade 

Inland Trade 

111 V lew of the coiitiiientnl divisions of t!ie cotmlr}, 
lier liuge population, het excellent [ilijsicnl feature-', 
diverse cliuiatio conditions and vast natural resouroe*", 
the inland trade of the counfiy both in volume and 111 
value far outweighs the eileriml tcarle of India Unlike 
foreign trade, inland trade is mainl3 carried 011 by 
Indtaus The inland trade ts wavu!3 concerned with 
6uppl3iiig the surplus produce of one part of the country 
to anothei lequirviig the services of a laige chain of 
middlemen, traders, meiohaiits, ahopkeepeis, village traders 
and hawkers MH111I3, as a result of the peace and 
security afforded 113 th** stable goveimnent, opening of 
arterial and feeder roads, trunk ami branch railwa3S, 
development of credit and banking facilities, coiistiactioii 
of great irrigation works for ensuring the steady liarvests 
of the agiicultuiists and the utilization of the productive 
resources 011 modern organized lines, the inland commerce of 
the country has shown au immense increase during the last 
fifty years Although no accurate and reliable statistics are 
available for ascertaining the volume andvaUie of internal 
trade, it is estimated to be at least five or six times more tliaii 
U’/t 'iA. ‘iVw. tv, ’,vawAv.%e. 

scope for the development of inland trade willi the 
specialization lu ngncnitural production, industrialization 
of the country and improvements in the various means of 
communication and transport 
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Coastal Trade 

The coastal trade carried on between the different 
seaports on the extensive coastline of India is of no mean 
importance. The coasting trade is mostly concerned with 
the transference of agricultural and industrial products, 
and with the distribution of imported articles from one 
port to another iu British India or Native States. The 
total coastal trade in 1939-40 was valued at about Es. 300 
crores. The coastal trade between Burma and other ports 
of India, particularl}^ Calcutta, Bombay and Karachi is 
of special importance inasmuch as trade by land is ham- 
pered owing to the impenetrable mountains and forests 
existing between Burma and India. B3' developing har- 
bour facilities, wherever thej- are not available at present 
and bj' building up an Indian Mercantile l\larine, the 
coastal trade can be developed to greater dimensions. 

To avoid unfair competition, og, rate, cutting, grant 
of rebates, etc , and to induce Indian capital being inves- 
ted iu coastal shipping, the Government of India has 
enacted the Coastal Traffic Act of 1937. It will create a 
strong Indian i\[ercantile Marine. All siiips registered in 
the TJ. K. operating on the coast and between India and 
other countries, have been requisitioned b}^ His Majesty’s 
Government, but the policy' adopted b}* the Government 
of India gives Indian registered ships more favourable 
condition of working to ensure the best utilization of 
Indian ships during the war emergenc}'. 
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THE PROBLEM OP DISTRIBUTION 

What u Distribution ? 

I III uiir preceding booh, it has been shown that in 
order to produce wealth the producer emplots certain 
factors of piodiiction Now, all those agents which Iiate 
united colleotivelj to produce that wealth expect to be 
rewarded b3 a share of it 

There must bo some laws or principles according to 
whicli the various agents of production shonld receive 
tlieir remuneration in ihcir productive activity, 'llie 
principles upon which this wealth is distributed, ap- 
portioned or shaied among the various factors of produo- 
tioti, VIZ , laud, labvur, capital, organization and enterprise 
which collaboiaie in its prodnotion go by the name of 
the Lans of Dislnbuliuii ‘The economics o' distribution, 
It IS sometimes said, explains people's incomes 1 he as- 
sertion IS bioadly ooriiot , but tlie economics of distribn- 
tiun IS oonoeined primarily, not with tncomrs, but with 
the eaini/iffs of tlie several factors of ptoductiou " 

^^Cfiajman 

But the distiibutioii of the wealth pioduced among 
the different factors of production in modern times of 
industrial organization is not so easy as it might look to 
a layman who would at once speak that each factor 
should be lewarded in proportion to its sacrifices In 
fact, there is the lub, becanse it is not possible to separate 
the result of each iiidividual’a saonfioo from that of the 
entire group Owing to group production where several 
agents of production differing both iii quantity and 
quality co operate m bringing about a common result, it 
IS too difficult to detciuiiiio the induidual’s contribution 
to filial iG'^ult In the case of i peasant proprietor who 
442 
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faonducts every process of cultivatiou himself, the question 
of distribution does not arise as whatever remains after 
making allowance for the depreciation of his implements, 
stocks and capital, he is the rightful claimant of that. 
But in ordinary business of life we seldom come across 
with such an isolated type of productive activity. In a 
modern organized factory with a minute division of 
labour, all the combined resources of landowners, capita- 
lists and labourers are used by an organizer who directs 
the production of wealth and rewards each factor without 
actuallj' knowing its exact contribution to the final i-esult. 
It is only after the Industrial Revolution that the problem 
of distribution has occupied a very prominent place in 
our economic studies- Various theories have been 
propounded to .solve the conflicting problems of distribu- 
tion but, in an elementaiy book of jirinciples, it is hardly 
possible to write any thing on these intricate and lengthy 
controversies. 

What is to be Distributed ? 

Obviously, nothing more can be distributed than what 
is produced by the joint efforts of. all the agents of 
production. Bersous possessing a certain quantity of 
labour and capital work upon the natural resources to 
produce wealth but before the total wealth produced in 
an industrj' is available for distribution among the factors 
that have united in its production, it has got to meet two 
other claims which are equally important and notewor- 
thy, viz. 

1. Replacement of capital (both circulating and 
fixed ) used up in the course of manufacturing a certain 
commodity. 

2. Taxes levied by the State or the local authoriiies 
such as municipalities, etc. 

A concrete example will belter illustrate the meaning 
of what lias been spoken above. Suppose a cultivator 
with a certain amount of labour and capital harvests a 
crop of, ..say Es. 1,000 a year. Beftire this sum is 
available for distribution among those who have contribu- 
ted in il.s pruduelion, he must deduct the price of tlie 
grain which he has used for seed otherwise no money for 
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seed sliall be available for fntuie crops Again, he rrnist 
cover the price of Uio weai and tear of the stock that 
has been used iii the prodactioii of crops If he fails to 
prov nie for the replrtceineiit of his itapleinents and live* 
stock out ot liH total produce, a time must come when, 
in the ab-ence ol his stock which lias been graduall} 
wotn out rvmg to iK constant use, his productive 
activities will come to an end As for example, jf lie lius 
purcliavtd a bullccL lor hundred rupees which expects to 
yiel 1 a -ei vice to the cultivator for ten jears, he mast 
set asi ie I n rupees anuuiillj so that after the termination 
of that peiiod he may haxe the ready money to replace 
tlie old bullock by a new one Stuiiiar is the case with 
his uuplements buddings, wells, fences, etc, which 
detenoixte oitliei turougli use oi through Uie destruchve 
agency of tune bach a fund which is set aside to make 
good the deterioiation of tie fixevl capital goes bj the 
techiiK <1 luvme ut depreciation lun<) ’ Besides these 
amounts lie movt also ileduct the 'luioiint of tux which 
he has to pa^ (o the tax levying autliorities Thus aftei 
making illowaucos out f the ‘gro'S piodnot/ viz, Ks 
J,U00, for the leplacciuent of the cticulating capital 
(seed) It R ‘)J for the depreciation of the agricultural 
stock at Rs >5 and for the payment of taxes at Rs 15, 
there lemaiiia a net dtoounl o( Rs 6b0 available for 
distribuuon among those who have co operated in the 
production of the ciop The balmee winch is available 
for disiributiou js called the ‘net product’ of tlie in- 
dustry 

It must iiavo been cleiu to the students by now tliat 
tho amount winch can be di<tiibuud as income miiong 
those who have taken part in any indnstiial enlerpiise is 
the ‘net product’ of the industry In this wav by calcula- 
ting the ‘net products of the different industrial enter- 
prises wo can find out the total not product whicli is 
available for disliibuliou among all the agents of piodiic 
tioii in a country Tho total net product oioated by the 
productive “fforts of coinmniiitv in a fixed perioci of time 
IS generally called the Kaltonal Income or National 
DiLideiid “Ihe Iftbonr and capital of llie countiy, acliug 
on Its natuial lesources, pioduce annually a certain net 
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aggregate of corainodiiies, material, ami iinmatoriai in- 
clnding services of all kinds. This is Uie true ))et annual 
income or revenue of the coxintr}’.” Tiie amount of 
national income determines the extent of consumption of 
the people living within a eomraunit}' — tlie greater .the 
amount of National dividend available within a com- 
munity, the fuller i.s its consumption and vice vers'.i. 

The Shares in Distribution 

While sfudj'ing production, we have shown that land, 
labour, capital, organization and enterprise — all factors 
co-operate in the [trodnction of wealth and as sucii the}' 
are entilleii to get a share out of the ‘net product'' of an 
industry in proportion to their respective contributions. 

A gooil many writers on the subject have expressed 
disharmonious opinions in re.speet of those who are the 
real contributors to wealth production. Some think, as 
Penson remarks apt!}-, that those who can be seen taking 
part in the work of tlie farm, the factory, or tlie office, 
are the only contributors ; others consider that those 
should be included who have in any way assisted either 
by personal service or by placing their propert}' at the 
disposal of the workers. But we must remember that if 
any one of tlie services which has either directly or in- 
directly contributed to the final result is not remunerated, 
it would cease to he emplo5’ed. All the incomes which 
are derived from the net product of the business are 
payments for service, and without service rendered there 
is no income. Thus, the share that accrues to land is 
called ‘Rent the share that accrues to labour is called 
‘Wages the share that accrues to capital is called ‘In- 
terest the share that accrues to ‘organization’ is called 
‘Earnings of Slanagement’ or ‘Salaries and the share 
that goes to enteiprise is called ‘Profit.’ It is with these 
different forms of shares that the problem of distribution 
is concerned, and while anah'zing the system of distri- ' 
bution in the following chapters we shall consider j 
separate!}' the principles underlying the determination of j 
each of these shares. 

Different agents of production which render their 
services in the production of wealth and their cor- 
responding remuneration are shown in the diagrain. 
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III the same iliagram, organization and enterprise have 
been divided into separate heads because sometimes tlie 
entrepreneur acts in more than one capacity. In a 
modern type of joint stock company which is the most 
typical form of industrial organization, the sliareholders 
who are the real undertakers of risk render a twofold 
service. The management of the industry is being 
assigned to the salaried managers of good organizing 
capacities, whilst the shareholders contribute capital for 
which they get interest and for the risk which they under- 
take, they receive profits in the shape of dividends which 
are declared half-yearlj'^ or annually. It inaj’ be said 
here, therefore, that the income may be derived from 
more than one source. An individual may derive his 
income by providing one single factor or more than one 
factor in which case his income will depend upouiHhe 
number of types of services he has rendered an(i|\ a 
separate treatment of his income due to each factor will 
have to be made. For example, the income of a manual 
labourer consists exclusively of wages while that of a 
peasant proprietor who owns his own land, employs his 
own capital, organizes his farming operations and under- 
takes all risks consists of rent, interest, salary (earnings 
of management) and profits. >Similarl3', a managing pro- 
prietor may be said to have an income composed of 
interest, salaiy and profits since he provides not only 
capital but organization and enterprise also. Although 
all those who derive mixed income b}^ getting more than 
one share from the different tj'pes of services, seldom 
care to draw any distinction between its component parts, 
all these various forms of income are quite distinct 
from one another and demand separate treatment. 

General Theory of Distribution 

' Now we come to the more difficult question of how 
the net product is distributed among the various factors 
of production. On what principles the different factors 
■are taken into service and evaluated ? To deal in a more 
practical way, distribution takes place somewhat in the 
following manner. As a result of the demand for com- 
modities bj' a community, indirectly there is also a 
demand for the various factors of production because 
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productivity of the agent he emplo3-s, i. e., the product 
of the fiunl addition ot the factor represents the demand 
price of that factor. On the suppW side, the remunera- 
tion of each factor of production tends to equal its supply 
price. Between these two limits, like the price of a 
oomraodifcj’, prices of each agent of production will be 
determined at the point where equilibrium is reached 
aooording to the relative .strength ot demand and .supply- 
existing at the time. Bo at any^ given time or place, the 
price paid for the .service of any agent mea.sures both its 
marginal productivity and its marginal supply price. 



CHAPTER SXII 
KENT 

The Popular Meaning of Rent 

In popular language, the word ‘Rent’ implies the 
periodical payment made by the tenant to the iaudlunl 
or owner for the use of land, or houses and other Joaiiahle 
inateuat agents such as machinery, torests, mines, and 
fisliaries The popular conception of rent is too vagne 
ami lacks soieiilifio pieeisioii. In everyday language, tlie 
wliolft of the income accruing say, from the owner'hip of 
a house is erroneousl}’ termed as retit. The so-called_reiit 
can be.iUuds.<-U'J an economi st into two'~di 8 bnct~eTe » 
mints Tlie payment forTlie use of a house includes not 
only the amount paid for the site of tlie bnildiog which 
IS known as economic rent , but it also includes payment 
. for the investment of capital m the form of building and 
tills latter leturn IS not rent but interest. In' this case, 
probably the proportion of income going to the house 
owner in the shape of true rent for the site is mitoh 
sinallet than the amount lealized by him m the shape of 
interest, depreciation allowances, remuneration lor risks, 
and profits for enterprise and management on his capital 
invested in the building. Similarly, a cultivator may 
tliiiik that ho pays so much rent for his farm, not lealizmg 
that only a part of that is really rent, the rest is iiiteiest 
on the capital which has been invested by the landlord in 
farni-buildingo, wells, drainage, etc. 

Economic Rent 

In Economics, however, ‘rent’ is used in a different 
and more precise sense It is the income, either in money 
or 111 kind, accruing to llio owner from the productive 
employment of any natural agent’ of production. Reiit\ 
is the payment for the use of the original and indes-l 
tructible powers of the soil and 'is measured by t he I 
, differential advantages or surplus enjoyed by the supenor | 
^0 



RENT 


451 


, N 

;l^tl and other objects, the suppl y of wh ich cannot be^'' 
h u rttaTr~TT?nT 7 ’'cLii:£ r tlTe~Te^ [ aVoTfre d~b 1 1 e s j, 

3A^' Alarsirall "oTjseTv"es,’^ l}ie'~iuGbihe d erived ^ trom U i^ 
'.ownership of laud and other free giTts~~o|_jiatjixe is\ 
.. Qommonly cal led re n.t. It should be remembered tliat" 
'ail" the income resulting from the improvements made 
in or upon land the landowners is called 'interest’ 
in contradistinction to ‘rent’ which is purelj' a return 
from a natural agent of production. In the economic 
sense, it matters little whether it is paid by the tenant 
to the landlord, or by one person to another. As a 
matter of fact, the owner of the land mai’^ himself pun 
it to some form of productive use, or may let it out to a 
'tenant In either case, he realizes an income which is 
*kaojv,n as ‘rent.’ j 

Economi c rent is the pi'oduc^r’s_surpJus which land 1 
■'anti” oth'erTla'tTufaT^iIfs'yielcl'oyer_cost. Let us illiisti-ale 
tlie^'poiift "in“ c[uestioir uLth a concrete example. It is a 
common experience of all that lands vary in productivity 
owing to diflferences in natural- LerftViTn ^r^3~sifu^nn. 
Sup pose thl^ ^ts of laud X, Y an d Z__of equal size 
are cultivated by diflferent tenants ^'~similar abilit 3 '. 
Let us further suppose that with the same amount of 
^expenses say Rs. 50 (which exclude rent but_ include 
wa ges fo r their labour, depreciation allowances for their 
' caftle and'Hicedlja^ital, etc , and normal profits for their 
^ 6'uterprise__aiid_Jmanageme,nt) the plots yield a produce 
amounting to Es. 150, Rs. 100, and Rs. 50 respectively. 
The surplus after m'ecling~^ll"th¥~e5cpeiises of production 
(i.e., Es. 50) on the respective fields is as follows : X field 
yields a surplus of Rs. 1()0, Y field yields a surplus of Rs. 50 
and Z field yields no 'surplus, as its produce just pays 
the expenses of production and no more. Now, th e two 
form er fields . j!.ii.jp.y...„a. dififereutial advantage or surplus 
o f "R s. '100, and-Rs... 50 respectively oyer the Z. field 
j which, ^iu Economics, is called the ‘uo-reut’ land or land 
■ on th e ‘margin of cultivation.’ It cannot afford to pa}’ 
.any rent for the produce obtained from it just meets its 
expenses of cultivation whereas the cultivators of X and 
Y fields can hand over the surplus of Rs. 100 and Rs. 50 
respectively to the landlord from whom they have taken 
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his tenant pay for the use of land will be determined 
by the latter’s estimate of the total proceeds of the 
produce arising from a particular field at a particular 
period of time. In order to find out the surplus he 
will deduct from the sale price of the produce all his 
expenses of cultivation and this surplus, which is in 
reality the economic rent, is the maximum that he can 
pay to the landlord. This maximum price varies with 
the character of the soil and its situation from the market. 
On the supply side, the landlord for his fields has got 
his minimum price got by him from an estimation of the 
probable amount of crops and produce, which would be 
raised on that laud. If he failed to get this minimum he 
would rather prefer to cultivate his fields himself, or put 
it to some other use. Like the price of a commodit y,\i 
the contract rent is fixe^ .b etwehi Oihese,..two...points — the! 
tpnaut’s maximuinrand the landlord’s minimum — by Ihe^ 
liTggTIng and bargaining of tlie“'two’ parties. lf~ the 
di6'maTnl~for-landIs“bTisk'' among"' tenants,”” the” rent will 
tend to reach the maximum of the tenant who needs it 
most and the landlord will have greater opportunities of 
exacting the full economic rent. If, on the contrary, 
there is little demand for land and the supply is greater, 
the rent will tend to approximate to the landlord’s mini- 
mum and the tenants will have a stronger voice in bar- 
gaining. 


Here it must be pointed out that in old countries which 
are heavily populated, and where pressure on land is acute 
^wing to the dominance of agricultural population, the 
^contract rent tends to approximate to the producers 
surplus, i.'eT, to the ec ono mic rent. India and China 
afford good instances of this tendency. In our country, 
cases are not wanting where tenants besides paying the 
full economic rent are sometimes induced to part with u 
portion of their normal profits. The cultivators, stick to 
their present condition because it gives them at least a 
'•living which they cannot hope to find in any other 
occupation. But in a country, where population is evenly 
distributed among dififerent occupations and where mobi- 
lity of labour and capital from a less profitable occupation 
to a more profitable occupation is fairly available, the 
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cont ract le nta do not exceed ecouoDUO ren U Again, m ' 
■new countries, where the supply of land is abundant and 
the demand for it is much small in consequence of the 
scanty population, the contract rent is likely to approach 
the minimum of the landlords 

How Rent Arises* Ricardian Theory of Rent 

Ricaido, a famous English economist of the classical 
school, formulated a theoiy o CJand— reut ^ whi ch, in 

fesseutials maj be regarded as the— hasia-of^ the iiiodern 

{theory of rent Land being the most typical form of 
^natural ageiii, Ricaido confine«l liis attention to it while 
explaining the nature and origin of rent Ihs theory o f 
I rent is clos ely a'iociated with the op eration of the Law_o f 
JJiiuini^hing Uelnnis Following tTie line of argument 

I adopte'l'b) 'Ricardo, his tlieoiy may be summarized as 
follows ^ 

Let VIS suppose iliat an isolat ed tiaot of a country, 
hitheilo quite out olF from the rest ot manLiiul, is newly 
colonised by a few sottler-i, and'furllier a«>nme that the 
land available in this tract is not ~of eqnal"TerTnny ‘'but 
of difleieiit fertility say, A, 1), C and D olasi» land in 
_ merit of descending scale of quality In these ciroam*. 
fietances, according to Ricardo, the most fertile and -t lie^ 
'I most favourably situated lands are cnltrvated Hr^ and 
.^ as^fong as ilie Pest quaiitv ot la iiil ( A class land) is | 
aimilnhra foi enltivatioti nn rlilFArfintinl nrnht niid 
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^he laiicl B is now said to be the laud oxi the marg in of_ 
tultivatiou. It- j ust pays for the expenses ot oroduoTfoir] 
.y ields . Rp sur plas t c TTe p aid as ren t. To illustrate 
tKs' iir’a numerical form, we inajr assume that with an 
equal amount of expenditure and with the same methods 
jOf cultivation, the A class lan d _yields a return of 40 _sepr« 
of wheat while the B~ class land yields only 30 seers . The 
cost of production of wheat on the B class land being higher 
than the A class land, the price which rules in the mar- 
^ket must cover the expenses on the B class land. The 
lan d A en joys a sirrplus^gain jpf ,10 ,seers„of wheat . which 
iTTvnown~as 'economic .rent. The B cl ass land, does not?’ 
"enjoy any ^rplus and is classed as a no, rent. land. ' 

With the lapse of time as the population goes on in- 
creasing, it becomes necessary to cultivate still inferior 
soils, viz , the C class land. It yields a smaller quantity 
of produce as compared to tho B class land with the .same 
doses of labour and capital. The B class land will beg in 
to bear_.a — r ent equal to the difference in the produ ce 
raised on i^nd the 0 c lass land while the land A wilP| 
pay a hi gher rent due to the increase in ~tliT~~s uFp lus 
eiTpyedlEv-Jt-Q jer the G~^ss l aud. 

With 6 ve ry,^fall in the maj- gin of. cultivation, rent in - s 
cr ea^e^ W^lien the 13^ 'a'ss land is cultivated, the others 
t^ree lauds A. B an d lTl 3 egnnre ~i?trp eridr~ Tands and begin 
to bear rents equal to the s urp lu- seseniov edlrpthem over the 
D~clasPlau(]T~ WTETTe very step in the progress of popula- 
tion, which shal l oTjTi ge a~cOF Unnx fb ~h^e rec ourse to lan d 
^~a”'worse^^tIit 3 ' lo'eU^Ie^it to raise its fulf 'smphly, jeu t 
bir alTlhe' mdre'fertlTe hi iuf s . will rise,’" and wilTalways 'be 
equal lo Uie dmereuce between the produce or a given , 
quantity ot labouf'ah'd capital 'on ~l.h'e~mbre~ 'fertile ' laud 
and the marginaMaud'af any giveirtiine. 

ThPpnceoPall agricultural produce is determined 115 ^ 
the cost of production on the land which is on the margin 
of cultivation, if the produce raised on this land is requhed 
to satisfy the needs of the community. It enjoys no sur- 
plus and hence could not afford to pay any rent. Rent 
is not an element in the cost of production of the produce 
raised on the marginal land and, therefore, it does not 
enter into the price of the agricultural produce. “The 
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excliaugeftblo value of ail commodities whetlier they may 
be iQnnufnctuicd or tbo produce of laud, is always regnla> 
ted by those Tvho coBtiiiuo to produce them tmder the most 

unfavourable circumstances corn is not high 

because a rent is paid but a rout is paid because com is 
lilBli ’’ 

Tho Hioardian theor3 of rent embraces two margins — 
a_ result to infenpr lands lea^iig to a n extensive margi n 
of^cuUiialiuii Hn(l_tlioJfjaw of iJin inirsh ni p Iteturns le ad- 
vug to an intensive margin of ati on W lien addi* 

tional doses of labour and capital ate applied to the exist- 
ing lauds instead of mUmg recourse to inferior lauds, the 
system of oulliiation is known as intensive cultivation 
In coiiformitj nith flie Law of Diminishing llcturns the 
succssivo doses of inbour and oaptial, applied on the same 
piece of land, mil yield a diminished prodiico tind a stage 
mil soon be leaclicil when tho extra jiroduce will just re- 
iiiuiiorato the additionul doses of labour and capital applied 
to it Ihe do'!o of labour and capital which ^ ust re niun- 
erates the cultivator ih called ilie marginal jjose and reg u- 
latos the piico of ogritullurnl produce in t hirraaTket 
Tiio surplus enjo3cd b3 the previous do«cs is a diflerential 



t ain an d is an ecconomic_ie nt .lunlei inteiisiio oiiltiiatio n 
iTen if ainiainla' were of thej^iuo—nunl iti <it itj i_: 5 UPUly 
ofllie beat lauds were unlimited, _^«.i_e^j;\i)iUd ^h ave bej u_ 
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» ’ 

r ents dne to the operation. ..of . th e. Law of . Diminisliiii J* •; 
Returns and the fall in the iuten§^ive margin c>f cultivation.' 

Bearing iiTniiitd Ihe result of our previous discussion, 
the theory of rent can be illustrated by the diagram 
ou page~^'5'6T'"'^ 

On the X-asis we have taken the successive doses of 
labour and capital applied to the same class of land and 
on the Y-axis w'e calculate the respective returns. The 
first dose of OA yields an output of 40 seeis indicated by 
rectangle OALY ; the second dose AB yields an output of 
30 sears indicated by rectangle AHST ; the third dose 
yields an. output of 20 seers shown by rectangle BGEP, 
and the fourth dose CX yields an output of 10 seers re- 
presented b}' rectangle CXPQ The fourth dpf-'e is assumed 
to be a marginal dose yiehling only a marginal produce 
as is indicated by the ime drawn tiirougii PQ As the 
marginal dose OX detei mines the ])riob of the whole pro- 
duct, therefore, the .shaded area represents the rent of the 
whole of the land w'hicli can be claimed b}' the landowner 
in consequence of tlte operation of competitive forces. 
The total produce realized from successive doses up to the 
margin is 40 + 30 -f 20-1- 10 or 100 seers of wheat and the 
cost of four doses incurred in its raising is 10x4 or 40 
seers of wdieat. Therefore, the economic rent under these 
circumstances is 100 — 40 or 60 seers of wheat which can 
be exacted b_y the landowner, if the competition between 
the landlord and the tenants is in its full swing. 

Margin of Cultivation 

The conception of margin of cultivation not a static 
one. Any change in the price of the produce brings about 
a change in the margin of cultivation. A slight rise or fall in 
the pi'ice of the produce may change the status of the margi- 
nalland into asuper-marginal orsub-marginal laud. With a 
rise in the price of the produce it becomes ju'ofifable to 
extend both extensive and intensive margitis of cultiva- 
tion as tlie extra rise in the price of the produce enables 
even sub-marginal cultivators to supply their produce in 
the market. Similarly, a fall i)i the price of the prpduce 
would lead to a contracUon of the margins under Imth the 
systems of ouitivation, as the lower prices would bring 
smaller amounts of money which would not remunerate 
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the expenses oE marginal doses eithei on more fertiie lamls 
intensively cnltnated or on lands at the margin of exteu* 
sive cultivation 

Criticism of the Richadian Theory 

Accordingly, Ricardo considered rent as tliat portion 
of tlie produce of the soil which goes to the Imidloid ‘/or 
the use of tlie ongmal and indestructible powers of the 
soil’ The oomparatixe scarcity of the most fertile lands’ 
lie maintained is the cause of rent’ His theory about the 
nature and origin of rent has been attacked by several 
economists who have pointed out that the order of cuUiva- 
tion from ricbei to the pooler lauds as assumed by Rrcaido, 
13 histoncally untrue On (he contrary', they mainlam 
that the woik of cultivation invariably comineiices on the 
l>oorer soils passing ou to the ricticr soils as popiilafioii 
luorease'- and sliow that at first men take up poor soils 
beo luse tliey aio liglit and easier to cultivate Jlut il must 
be '>tre&aed that the order of cultivation by which lie emiii- 
emted the pheiiouieiioii of i«iit is not the ossotioe of the 
[ theory h 1] he wants io pr( ve ts the fact that rent ts a 
differential natuial letiirn o( the (eilile land ov^r thrTn - 
\ ienor oiie_ Tiie produotivity of laiid is a relative ooncep* 
tioTi 'if a oeitain amount of capital and labour will yield 

more wlien applieil to a light than to a lieavj i-oil, the 
light soil IS, in the sense of the Ilmardo's theoiy of rent, 
tlie more tiuuful, although it may be possible to produce 
more on the heavier soil by tipRlytng a gtetUei amount of 
labour He undeislood by the best land, the land which 
gives tlicmaximum yield in return for the minimum amount 
of labour Anotiier obyeolion made to the theory is that 
original poweis of the soil, lu au old country , are not 
capable of an easy meabureioeiit It cannot be iouiid oi t 
how much of the produce is duo to llie ‘original and tii- 
destiiictible poweis of the «ail’ and how much to tlie im* 
provements that have been effectetl over it Again, the 
word ‘indestructible’ i* uiisleadiug ss tlie feitility of land 
IS exhaustible, if il is conUuoously ploughed Uut exclud- 
ing ferlihly, there aio other qualities o{»the «ml mch as 
the climate, the extent, the situation, etc , which lire prac- 
tu ally indesti uotible and which play do meuii part in deter- 
mining the differential advantages. riieitfaie, the theoiy 
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and it has been justly observed that no reduction would 
take, place in the price of corn although landlords should 
forego the whole of their rent. That corn which is pro- 
duced the greatest quantity of labour is the regulator 
of the price of corn, and rent does not enter in the least 
degree as a component part of its price.” Certainly rent 
enteis into price in the sense that rents are paid out of the 
sums received in the form of the prices paid for things. 
But it does not enter into price in the sense that it governs 
price of the produce, or that it is one of the elements of 
cost which determines the supply price ohanj'thing. 

Consider again the rent of a shop situated in the cen- 
tre of a market for which the shopkeeper pays to the 
landlord a high rent in comparison to another whose shop 
is not so favourabl}’^ situated from the point of view of 
marketing. The former shopkeeper charges high prices 
from his customers not because he has to pay a high rent 
but because he could get high prices for his articles, 
irrespective of the amount of rent he has to pay, from 
his customers owing to the convetiient situation occupied 
by that shopkeeper. Therefore, high rent which is due 
•to the favourable situation is the effect of high price and 
not its cause. 

When does rent enter into price ? 

There are, however, certain circumstances under which 
rent does enter into price. It has been pointed out that 
marginal land does not bear rent, for its produce is 
only just enough to cover the expenses of cultivation 
including normal wages and profits of the cultivator. 
-But when rent comes to form a part of the marginal 
cost of production, it will enter into the price of the 
produce. 

] . If the State which has the monopoly of land 
in a country, forces the tenants cultivating the worst 
types of lands to pay rent, then this portion of rent 
will form a part of the price of the agricultural produce. 
Similar results follow when landlords combine together 
and charge monopoly rent even for the worst laud. 
This rent, when it forms a part of the marginal ex- 
penses of production, affects the price of agricultural 
produce. 
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2 If ft land t'* pa3niK rent under wheat oultivation 
and if It ia hiuught m H-'e for Mlgftrcaiie ciiUuatioii, it will 
have to pa) the snme lent whioli ii wfis beaiiiig formerly 
even ihongli tor iho latter t) p© of ouUivation, the land 
becomes a maigiiial one Thcmaigtiialgngaicftne producer 
will hase to pay the aatn© ivuiouut of rent to the land* 
owner winch lie was formeily getting fttid so this rent 
paui for the marginal laud will affect the prices of 
sugarcane in the long niii 
Rent of Buildiag Site* 

Jhe rent of biulding sites is determined m ftocordaiiee 
witli the prinoiplen already explained “ I’here a»e Ho»reut 
building plots m abundance lilreiy township has its 
squatters whose cabins^ placed out of the way on worthless 
land, paj no rent Uveii in the neighbonrliood of large 
oities, shanties are perched on the rocks without ob]dO> 
tiona from the owners of laud which, tn anotlier twenty 
or fifty years, may beai a high rent" The rent of 
butidings depends almost entirely upon the relati7e 
advantages ot situation and pioductivity (residential or 
business advantages) of the various sites, and may he 
regarded as being measured upwards from no rent waste 
land which is useless for building purposes ft must not 
he forgotten that the rent of a house (or other building) 
\« a composite mcoroe ol which one part cons ats of rent 
for the site and tlie other of interest on the invested 
capital m the building Here we take mto consideration 
"ground rent only 

As regards rents for resuleutial purposes, the superiority 
of one site over the other consists in imtural beauty, 
healthines", convenience and fashioiiablenessof the locality 
under consideration Fashionable localitie«i, where rich 
and well to-do people reside, command high ‘ground 
rent.’ In regard to business sites, situation plays an 
important pait in deteimimiig the economic rent of the 
site Situation implies snob qualities as convenience, 
fashionableness, intensity of traffic, etc , which attract ft 
large number ot customers Couvenient localities, where 
fashionable and rich classes do their shopping, command 
higher ground rout than those which are less favourably 
Situated For instance, tbo occupier of ft shop m nuch a 
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great shopping thoroxighfare as Oliandni Cliowk, Delhi, 
will be made to pay a far bigger economic rent than the 
occupier of a similar sized shop in a less known area of 
the cit3’. Landlords charge high economic rent in the 
former case because they' know that the shopkeeper can 
charge high prices or obtain a very large turnover owing 
to the convenient and fashionable place of shopping. 
The high prices are not due to the high rents but due to 
the differential advantages of situation. 

Rent of 'Wines, Quarries and Fisheries 

The law of rent is not entirely applicable in the case 
of mines and quarries which differ from the farming 
lands in that the latter will retain their fertility' and 
continue to yield harvests year after year indefinitely, if 
properly' worked, whereas the former contain fixed stores 
wldch once worked get exhausted after a time for ever. 
The rent paid for mines and quarries includes («) payment 
known as Royalty' or Nazraua or compensation for the 
material removed, and (6) a differential payment analogous 
to rent in respect of convenience of situation and facilities 
of working. In the latter respect mine rents resemble 
agricultural rents. Of two mines which yield similar 
quality' of product with a given amount of labour and 
capital, that one will command a higher economic rent 
which is better placed in respect of markets, etc. Hence, 
the payments made to the owner of a mine for the dif- 
ferential advantages are certainly of the nature of rent. 
The rent of mines, like farming lands, is ' measured 
upwards from the marginal mines which just cover the 
expenses of production incurred in the extraction of 
minerals and yield no surplus for rent. Above these are 
mines which pay rent according to their productivity and 
situational advantages. The Law of Diminishing Returns 
operates in the case of mines as in farming lands leading 
to an extensive as Vixell as an intensive margin. "With a 
slight increase in demand for mineral products, less con- 
venient and inferior mines may be taken up for extrac- 
tion, and in the superior mines more doses of labour 
and capital in the shape of more costly and improved 
methods may be applied for the extraction of additional 
products. 
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2. Imp roved Means^ of Tram porL The impro%'ed'\ 
means of transpofrand corumuuTcation influence rents in S 
a variety of ways in diflerent localities. Owing to the' 
reduction in the cost of transport, the surplus produce^ 
grown on more disfanOertile^Iajids will compete sue- 1 
cessFully with the produce grown on less fertile lands as 
a result of which the prices of agricultural produce will 
go down ; when prices tend to fall, inferior lands will be . 
a ban doned, margin of cultivation would ascej id andj. 
consequently rj^its would_faJl. An area, where agricuPS, 
tural products are raised in sufficient quantities and 
prices are geneiall 3 '’ low, if connected by an improved 
and cheap system of transport to a new area where the 
agricultural products oan be sold at a higher price, then 
the rents in th e former. area will te nd to rise and in the 
l atter tend t o fall. Acooi dingly, when EnglanHImcr other- 
industrial countries of the West were linked up with 
America, Canada and India by means of cheap railways 
and steamships, rents in the latter group began to rise in 
consequence of a rise in the prices of agricultural produce 
while in England inferior lands which were on the margin 
of cultivation were forced out of cultivation causing rents 
to fall down. 

3. An Increase in Populati on. An increase in popula- 
tion, other things being equal, will lead to an increase d 
demand for produce causing prices to rise. This rise in 
prices'Wril'enahlF'cuIfivktdfs E6T5ring into cultivation in- 
ferior classes of land extensively and to apply more doses 
of labour and capital intensively on the laud already under 
cultivation. Hence, a fall in the margin of cultivation - 
tends t o raise.r eitts^alLroiiudl Secoudly7Tlre™presiule of 
population on land encourages the use of land for pur- 
poses other than the production of food materials, and, 
therefore, its value rises in view of its limited quantity. 
This tendency may be temporarily counteracted by im- 
provements in the arts of cultivation and the opening up 
of the improved means of communication and transport 
but, in the long run, when land ceases to respond to addi- 
tional doses of labour and capital increasing population 
will have a tendency to irjcrease rents. 

4. ‘ The Advance of Civ ilizatiori . The growth of wealth 
30 
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and prosperity witlim a country leads to an increased 
demai d ior land in a variety of ways and, therefore rents 
x\ill rise In the first place, the iraprnved standard of hie 
of’lieojjle lu^-ans a more varied amt increased ooiisumplioii 
such IS uf food and clothn g which will lead to a greater 
demand f )r the produce of land and consequently rents 
will tend to r se Again, a greater demand fur recreat'on 
grounds, plee«ure gardens and for other hundieds of re 
qu lemeni^ winch are a necessary accompaniment of civili- 
zation bring about a shortage of fatmiiig. land as a result 
of wbioh the remHUiing agricultural lauds will liave to 
beat a higher rent 
The Unearned Increment of Land 

At tins stage of their study, students can easily follow 
the meaning of the 'unearned increiuent’ of land "With 
a rapi 1 growth uf population, an increased economic pros* 
peiit^ and security oi the people, and the ooeniug up of 
cheap and elfioieni meaus of transport and commuuics- 
tiun, tlieie arises a heavy demand not only for egncul* 
tural land but also for land meaut for residential quarters, 
recreation playgrouiiJs, shops and industrial establish* 
ments When demand for land looreases and its supply 
18 limited, naliirally prices and rents must rise As toe 
margin of cultivaiion goes down, the va'ue of agricultural 
uses without aiij efTorl on the part of the landowner 
This kind of accretion in the value of land which is due 
to the social and economic progress, and is not due to any 
sacrifices of the landowner is known as the ' unearned m 
C iiginetit of land ' Hut if any increment m value of land 
takes place due to personal sacrifices of labour and capital, 
then It would be called the 'earned increment' m contra 
distinotion to the unearned lucrecneut which accrues to 
him without any personal sacrifice** 

The phenomenon of the unearned increment of land 
may be treated in a more simple manner Imagine a 
landlord owning a few thousand acres of laud in a rural 
tract from which he draws a meagre subsistence owing to 
Its unouituralfle nature, and around bis estate lies a most 
fiuitful plain growing sugar, cotton aud other industrial 
products III abundance but hitherto not served by any 
railway The railway authorities, realizing the possibilities 
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of future agriculture, trade and industries, appoint engi- 
neers who after making a survey of the area find out the 
proper alignment, and iuekily decide to constmcr a station 
ill the estate of the said landlord. The inielhgeut indus-. 
trialists having full foresight and energy take tiie o)iportu-’ 
uity by the forelock and work out schemes for floating 
new sugar, cotton and other concerns, in view of the 
promising profits field out by the proximity of raw mat- 
erials. All the time the said landlord is sjeeping ; he does, 
not know what is going on behind the curtains. The in- 
dustrialists approach the landlord and all insist to have a 
favourable situation for their concerns as a result of which 
competition sets in and prices tend to rise high. The in- 
crement in the value of land is not the product of anj^ 
labour undergone by the landlord bat the special econo- 
mic circumstances have helped in the accretion of such 
value. With the growth of industries and congregation 
of large number of workers and bu.sinessmen, a heavy 
demand for residential quarters, shops, educational insti- 
tutions and recreation grounds would arise. In view of 
the limited supply of laud, its value would soar high with- 
out any effort on the part of the land owner. 

This unearned income is not the product of land- 
owners labour and is consequently anti-social. “He does 
nob produce rent, but simply accepts it.” On this ground, 
some economists advocate its appropriation by the State 
through taxation. They contend why the landlord should 
Be solely allowed to enjoy this surplus of land value when 
it is due to the growth and progress of society and not 
due to any sacrifices of his own. Socialists have come 
forward with their schemes of ‘Land Nationalization’ by 
which they advocate the ownership of laud by the Stare 
and the extinction of all private proprietary rights in 
land. 

These questions are of a more controversial nature, 
and will engage the attention of students in their advan- 
ced studies of economic theory and socialism. 

Applicability of the Law of Rent to India 

The law of rent is that the rent paid by a tenant, 
pnder free and perfect competition and freedom of cop- 
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tract, tends to be so determiiied by the forces of demand 
end supply that it epprozimatea to the pure economic 
rent it assumes perfect freedom of contract and enter- 
prise aiQungst the landlords and the teuautd Let us now 
proceed to study, in brief, how far rents m India appro- 
ximate to true ecoiiomio rent, and bow far they are in- 
ilueneed by the law of rent as enunciated above inking 
the peculiar oireumstances of the country such as the 
existence of elaborate tenauoy laws relating to the various 
rights of teoants existing in the land, the peculiar social 
ooiistitutiou of society and the absence of perfect freedom 
of oontract and enterprise, we may, without any fear of 
contradiction, say that tbe operation of tho law of rent m 
India IS mudibed to a considerable degree Before the 
advent of tho British admiiitstintion, there wa« a relative 
scarcity of tenants and the relations between the land- 
lords aud their tenants were very cordial Bents at that 
time were mainly deteriutned by custom and were paid 
in kind , but with the establishtnent of the British rule 
and the consequent peace and security, instead of the 
ohaouo coinlttione that pievatled lu the pre-Hniish period, 
as the population, trade and commerce increased, com- 
ptUtion began to play its important role m the determina- 
tion of rent The landlords looseuing their traditional 
ties of relationship in their self-aggraudisemeut began 
rack renting of the ueoessitout* aud ignorant tenantry 
charging much higher rents than the customary level 
The competition was one-aided, as tbe demand for land 
was great owing to an increase of population and its pre- 
dominant dependence for us livelihood on land due to the 
relative scarcity of other occupations This factor enabled 
tbe landlords to exact much more than the ecouomio 
rent — a phenomenon which not only impoverished the 
tenantry but also jeopardized the very basis of tbe agri- 
cultural industry because tbe cultivators lost all interest 
in the preservation of the produolivity of land as the extra 
produce resultant upon tbe improvements effected by them 
would be pocketted by tbe landlords This rack renting 
necessitated State iiiterveution m the relations between 
the landlords and their tenants A senes of Tenancy 
Acts were m course of time enacted by the Government 
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in order to secure for the tenant cultivators fair rents and 
a fixity of tenure. 

The rent legislation has started from the basis of cus- 
tom and has eliminated the evil tendencies of unfair and 
unfettered competition. In the ryotioari tracts of the pro- 
vinces of Bombay, Burma and the greater parts of Madras 
and Assam the question of rent does not arise at all as the 
ryot who holds his right in land from Government pays 
revenue — and not rent — for its use directly, without any 
intermediary as in the case of the zamitidari tracts, to the, 
treasury of the State on terms and conditions regulated 
by the State authorities. In such tracts, where subletting 
is practised on by the ryots who hold large acres of land, 
tenants are not only stripped ofi the whole of the econo- 
mic rent but also some portion of the remuneration got 
by their own labour and enterprise as well, which would 
have been theirs under free conditions of contract and 
enterprise. Again, as a result of the several tenancy laws 
found operating in the permanently as well as the tem- 
porarily settled samindari provinces of Bengal, Bihar and 
Orissa, the Central Froviuces, the Punjab and the United 
Provinces, various kinds of privileged tenants below the 
landlords have come into existence such as Permanent 
tenure-holders. Fixed-rate tenants, Ex-proprietary tenants. 
Occupancy tenants and Statutory tenants in whose case 
the revision or enhancement of rent does not depend on 
the sweet-will of the zamiudar and consequently in their 
case too the law of rent does not hold good as its working 
is checked by a number of legal safeguards. The unpri- 
vileged tenants such as the tenauts-at-will who get no 
protection of the law are the worst sufferers, as they have 
to pay frequently more than the true economic rent. 

Thus, it may be summarized that agricultural rents in 
India are determined by custom, competition and legis- 
lation. The applicability of the law of rent in India as 
stated by economists is not allowed as it is definitely 
checked by custom and legislation. 

Land Tenures in the United Provinces 

In India, where the ownership of land is still a vexed 
question, and the landlord’s rights of the absolute owner- 
ship of the soil are disputed due to the superior rights of 
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the Government of tins countrj, the term ‘land tenure’ 
gives a different and a peculiar sense Bj ‘land tenure’ 
we mean the rights and liabilities under whioli the land- 
loid, for the collection of revenue oi for the letting of his 
land to the tenant cultivators, holds his land from the 
Government which is in theory the real proprietor of all 
the lai d available in (he country while ordinarily land 
tenure means, the teims or conditions on which the cul 
livator culiivales the holding We have, therefore, to 
reccigiiiz.^ two kinds, of land tenures in India, viz , pro- 
prutary tenures and cultivating tenures 'J he important 
types of I roprietaiy land tenures from tlie point of view 
of iai <1 revenue as‘-e«snient are the (i Zimimlan Tenure, 
(iij Malialiv in or Joint village lenure, (iiti Ryotwan’leniire, 
of wliuh the first two systems aio found m the United 
PiovincGo 

(tf Th‘> Zamint^att 2\nute Umler this system the 
State deils directly with the Znmindar who is held 
rcspoii«.iblo for the regular payment of llie Government 
leveiue. 1 lie settlement is either permanent suoh as in 
Jfeiiga), Bihar, nortli east of Madras, and the Benares 
UivHion of the United Provinces wliere the amount 
of roveiiuo payable by the landlord has been fixed in 
perpetuity, or temporary «ueh ns m Ondli where the 
latfs of revemio as>se«5>ed by the Government on the 
Taluqdnis are liable to be revised and nioreased too on 
the expiry of tlie settlement if theie is any rise in the 
jirodnctivity of the soil or a rise in the prices of agricul- 
tural crops 

(ii) jf7<e A/fl7iaZicrt?» oi Joint itlltiqe I'tuuie In this 
system, the Government, instead ot entering mto contract 
with a big landlord who holds large estates together* 
assess the revenue upon the co sha'^ors, holding a portion 
of a village, as a single village or even more tliau one 
village, who are held jointly and severally responsible for 
its payment to the Government treasury This system 
pneMn'is rn Vne viViages ot &grn anA in ijOTi-^n’iTitjAaT viViiigv% 
of Oudh The revenue IS fixed with a village comma- 
iiTty for a period of thirty years after which the 
lates of rev’enue are liable to bo revised But the real 
person lesponsible for the payment of land revenue to 



RENt 


471 


tlie-State is the lamhardar or malguzar -who enters into 
contraob with the Government to pay the revenue on 
behalf of the villagers owning shares in the estate. As 
we are mainly concerned with the system of land tenures 
prevailing in the United Provinces, it would be wise, 
therefore, in this connection to examine in details the 
various types of proprietary tenures. The main proprietary 
tenures are : (a) Single Zamindari where there is one 

proprietor who after realizing the rent from his tenant 
cultivators pays his allotted share to- the Government 
treasury ; (6) Joint Zamindari where an.esate is held in 
common, the Government revenue and other liabilities 
being paid out of the rents after which the remainder is 
divided among the several partners according to their 
respective shares ; (ci Pattidari where all the land of 
an estate is divided and each holder gets his patti or share 
separately. The individual liabilities of the pattidari is 
regulated by their respective shares, as recorded, not as 
actually held '; ( d ) Bhaiyachara where all the laud 

comprising an -estate is held separately by more than one 
proprietor, the liabilities of the co-sharers being assessed 
on their actual areas possessed by each ; (e) Imperfect 
Pattidari or bhaiyachara where part of the land is held 
in commou, part in severalty, and rents of the common 
lands go first towards the revenue and other liabilities. 
In such tenures where there is a case of ioint owner- 
ship the Government revenue is paid through the 
lamhardars. 

[iii) The Eyotwari Tenure, This sj'stem is largely 
prevalent in Bombay, Madras, Burma and Assam and is 
conspicuous by its absence in the United Provinces. In 
this system, the State deals directly with each individual 
peasant and recognizes no middlemen as in the zamindari 
or mahalwari tenures, and the revenue which is assessed 
on each separate field according to its productive capacity 
is paid by the actual occupants of holdings. 

But no account of land tenure in the United Provinces 
of Agra and Oudh will be complete without analyzing 
the difiPerent kinds of the cultivating tenures as contradis- 
tinguished from the proprietary tenures. It should be 
carefully borne in mind that under proprietary tenures 
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we have discas ed the couditiona on which the landlords 
have taken laud from the Government while under 
cultivating tenures we siud^ the term« and conditions on 
which the cultivator takes the land from the landlord 
for puryo es 1 { culuvatiou We alreadj know that m 
order to protect the interests of the tenant cultivators 
against landlordo the Governtnent hy enacting several 
tenancy laws created a privileged class of cultivators 
giving them sub proprietary rights in the land 

11 6 attention of the United Provinces’ Government 
was attracted from an early period of its rule to the 
impoverished state of the tenantry which nUimatel> bore 
the whole burden of the rent, and with a view to alleviate 
this unwholesome feature, many legislative measures 
have bf'eu enacted The Agra Tenancy Act of J901 
recogi ized five classes of prtiileged tenants (i) permanent 
tenure holders, («) fixed rate tenant'* Itti) ex proprietary 
tenants (ii) occupancy tenants and {t) non occupancy 
tenants I he first two classes of tenants, or sub pro 
pnetors as they are called are found onl) in the 
permanently settled areas of the Benares Division their 
rates of rent payable to the landlord were also fixed lu 
perpetuity at the time of the permanent settlement Thetr 
right IS heritable and traii'^ferable, they can make 
permanent impiovements on their property, mortgage 
and sell it Ex proprietary tenants who were once propne 
tors of the land but have lost their right of ownership m 
laii t obtain by legal provisions cultivatii g rights in 
their sii (or home farm), and are entitled to hoi 1 it at a 
lower rate thau the rate of the tenants for the same 
quality of land, in the ‘•ame village flio right of these 
cultivating ex proprietors is heritable but not transferable 
Occupancy tenants are those favoiiied tenant cultivators 
who acquire the right nf fixity of tenure by coutnmouely 
cultuatiiig the same land for twelve years I heir right 
is heritable but not transferable except undi-r certain 
conditions, tlie rent payable cannot be increased except 
by mutual agreement or by an order of Die levenue court 
and that too only after a certain period of time Non- 
occupancy tenants hold land without any rights The 
Agra Tenancy Act of 1926, besides effecting a few other 
improvements, was mainly enacted to protect the tenants 
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at-will wbo could, before the passing of the Act, be arbi- 
trarily ejected by a notice at the close of any agricultural 
year. 'J'he object of tbe Act is to give fixity of tenure and 
fair rents to the tenants for effecting permanent improve- 
ments in the arts of cultivation. All those who were* 
tenants-at-will at the commencement of the Act were 
granted statutory rights under which they became life 
tenants with a right to the heirs to hold the land for five 
years or up to the expiry of the lease, whichever was 
longer. This new class of tenants created by the recent 
legislation is known as the “Statutory tenants.” The Act 
of 1926 also allows commutation cf kind rents into cash 
ones. The rents of tbe statutory tenants are not liable 
to increase before the expiry of twenty years when the 
State will declare the new scale of rates, after conducting 
a thorough inquii-y. 

In Oudh, Act XXII of 1886 created statutory tenants 
who were given the right of holding the land for .'even 
years at the same rent. In the last decade, the Oudh 
Rent Amendment Act of 1921 brought some notable 
changes in the rights of statutory tenants. Under 
this Act, every such tenant is entitled to receive a 
lease for ten years, and at the close of every such term 
to receive another .similar lease provided that he agrees 
to any enhancement of rent claimed by his landlord, or, 
in case of dispute, ordered by the court.. Special 
provisions have been made for the fixing of rent-rates to 
be used by the courts in determining fair rents. When 
a statutory tenant dies, his heir is entitled to retain the 
holding for a further period of five years, but is, thereafter, 
liable to ejectment at the pleasure of his landlords. 

U. P. Tenancy Act of 1939 

The Act embodies the Government decisions as to the - 
main points on which the land laws have been reformed 
in order to give relief to the cultivator and the peasant 
proprietor who are the backbone of our provinces and 
on whose security' and welfare depends the future of a 
liberty-enjo 5 -iug society and of a democratic .‘S 3 '.'.tem of 
government. We all think that the security of tenure 
for cultivators on payment of a reasonable, amount of 
rent or of revenue, as the case mat' be, is the primary’ 
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requi«ite for an atlvanoe from the pres»‘nt conditions , 
and that, m order to remove the causes of poverty, the 
rich landlords here, asm otUor countries must be prepared 
to make some sacriBces 

The Tenancy Act of 1039 replaces the Agra Tenancy 
Act of 19i6 and the Ondh RoJit Act of 1886 It lu- 
trodyces the following important reforms which are ap 
plicable to Agra as well as Oudli 

1 All statutory tenants have been given the rights 
of a liereditary tenant Hereditary rights have also been 
granted to the tenants who lavo so far been di«qualtfled 
in Oudh from obtaining even the statutory rights 

2 Under the Act, tho landlord has the right of 
keej tug not more than 50 acres of ‘sir* land and every 
tenant wlio is a tenant of ‘sir’ lsn<}, at the commence* 
meat of tho Act and who does not become a hereditary 
tenant, shall have tho right to retain po«se«sioD of his 
holding for a period of 5 years 

3 New relations have been added (o the table of 
heirs and it is necessary to prove tlie fact of oo sharing 
for the purpose of inheriiance 

4 The Act gives to the land holder the right of 
exchange of land for consolidation of his lioldings 

5 Tho landlord cannot, except for building purposes 
and a garden for his enjoyment, acquire land for the 
purpose of farming 

6 The tenant has been given the right to make any 
improvement, to erect any building and to plant trees m 
his holding 

7 Taking of premiums or making some service a 
condition of ttmmcj is prohibited and if aiybody 
contiawnes tlio provi-ions of the Act with regard to 
thp«e, he is lo be pcnaliz d severely 

8 Under tho old Act it was a condition precedent 
that the Government was bound to allow remissions in 
revenue first before requiring the landlord to make rerais 
sions III rent but under the now Act, the Government has 
been empowered to remit or suspend leut without first 
decreasing or suspending revenues 
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9. Many new provisions for the recovery of rent from 
the tenants and their ejectment have been added to give 
relief to both the parties and to facilitate the work of 
collecting rents from the tenants. 

10. Under the Act, the tenant has got the right of 
getting suitable compensation for the various wrongful 
acts of the landlord. Sucli wrongful acts- have been 
clearly specified in the Act. 

Ideal System of Land Tenure 

The ideal sj'stem of land tenure must give a perma- 
nent interest in land to the tillers of the soil. If the in- 
terest is temporary-, he would exploit the land to yield 
the utmost ^t present without minding the fact that it 
would cause a permanent damage to land. There should 
not be anj’ fear of unfair rents or insecurity of tenure. 
It should gi.ve a free and full incentive to the tenants to 
effect improvements in land and to enjoy its benefits. 
The Zamindari system falls short of the above ideal while 
the peasant proprietorship of the Punjab approaches the 
ideal to a verj^ great extent. 

Hereinafter is given a chart representing the dif- 
ferent systems of land tenures as found in the United 
Provinces. 
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Bbiviyacliara Imperfect pattiilari or 

, bliai^achara 



CHAPTER XXIII 


WAGES 

Wagef Defined 

Wages have been defined as “the price of labour. hired 
and employed by an entrepreneur.” The word ‘wages’ 
should be applied only to the remuneration for a 
particular kind of laboitr ; that is, for labour performed 
under certain clearly-defined conditions. We, therefore, 
exclude from the list of wage-earners all the independent 
producers and those professional people such as, doctors, 
lawyers because they do not sell their labour to an 
employer or entrepreneur but deal directly with the 
consumers and, secondly, because the economic laws 
which govern the rates of their remuneration are entirely 
diflPerent from those which regulate the wages of em- 
ployees. In a big concern several grades of wage-earners 
from the organizer or the manager in a joint-stock com- 
pany down to the unskilled workers with a long chain of 
intermediaries such as superintendents, inspectors, 
foremen, auditors, stenographer.^, accountants, clerks and 
the skilled workers, render their services either mentally 
or physically in the production of material wealth. 
Economists regard the remuneration of labour, whether 
manual or mental, skilled or unskilled, and whether it is 
paid weekly, monthly, quarterly or annually as wages 
and do not draw any difiference between ‘wages’ and 
‘salaries’ as the latter are determined exactly in the light 
of the same principles as the former ones. 

In order to avoid confusion, we should also give an- 
other current definition of wagesso often given by distin- 
guished writers in their Economics treatises. The term ‘wa- 
ges’ is used by them in a wider sense to denote the remu- 
neration given to laboijr of all grades employed by others 
and also for the personal services put in by an entrepre? 
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ill the real wages, if the difference in the general level of 
prices is a marked one. In big industrial towns and 
cities, owing to the general level of high prices, higher 
nominal wages have to be offered to the labourers yoine- 
times emplo'jers indirectly irj’ to iiiciease the purchasing 
power of money of the labourers by starting co-operative 
stores and by giving other iacilities to them. It should 
also be remembered that a rise or fall in the prices of 
commodities ordinarily consumed by the labourers will 
decrease or increase the real wages in spite of au}^ change 
in the nominal wages of the labourers. 

, {ii) Regularity or irregularity of employ itifiit. In com- 
paring real earnings, allowance must be made for the 
regularity or irregularity of employment in an occupation. 
In some occupations e g., in building trade where the 
w.ork is of casual and uncertain nature, the rate of nominal 
wages is somewhat higher than in those trades which 
though require similar strength and ability but give an 
assured employment throughout the year. Although the 
nominal wages are high, the real wages calculated 
over the whole year are low because the labourers have to 
remain unemployed for longer periods owing to the 

seasonal and uncertain nature of the work. 

/ 

{iii) Supplementary incomes. In some localities or in- 
dustries, labourers accept low nominal wages because they 
sae the opportunities of getting their earnings supple- 
mented by the additional employment of their children 
and wives. In some localities, e g., in stone-quarries in 
Mirzapur, or in iron works at Kulti where there are no 
opportunities for the employment of child or female 
labour owing to the arduous nature of the work and the 
absence of other subsidiary occupations, the male worker 
commands slightly higher nominal wages because the 
whole burden of the maintenance of the family falls on 
his individual earnings but his real wages will probably 
be much lower if compared with a weaver in a cotton mill 
at Nagpur who receives low wages but manages to agu- 
meut the aggregate income of the family by the earnings 
of the other members of the family. 

(lu) Cost of Training. In estimating the real wages of 
the workers in different occupations allowance must be 
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niR^e lor all expenses mcnrred in the training, etc To 
find out the real wages of ft mecliftiiical engineer we must 
inaLe allowance for the trniiiitigexpenses whilst he attend* 
ed the (ii0‘erent institntions and olher charges which are 
necessarj to render him an up to*<lftto engineer 

'v) Concessions incidental to the oeeiipntion While 
reckoniiig the real wages of the workers in ^a^IOUsoc• 
cupatiuus, account is taken iti addition to the money 
wagPbof every other Kind of concession, direct or in* 
(liriot, iiioi lental to the piirtioalar eiuploi ment, e g , the 
free lolging ami other allowances, eto 

(tl TTie nniuie of the entjilotjmtnt In daiigerons, 
dii^agreeable and Diiliealthy occiipatloiH (e g , lead working, 
mimug and heavj metal casting) which require excessive 
sirnni on mental and physical faculties, and involve 
greater liabilities of running into hazardous accident, eto , 
the real wages are low if compared with the rates of those 
occupations which are secure and healthy 

In a similar maimer, the oloaultness, the pleasantness, 
and booial siauduig of au occupation have to be takeii in* 
to couauleration while calculating the real Talue of the 
wages received 

(t«) Prospects of success Sometimes, persons do not 
tiuud accepting low wages m the luuial stages of their 
employment if the prospects of recurity of service and 
promotion to higher grades of services are offered by the 
occupation 

The decision of a worker to undertake a particular 
job IS govenieil more by the real wages than the nominal 
wages for liis interest does not lie so muoh id the nnmber 
of toms as in tlio number of lus wants which are capable 
of being easily and oonveiiiently satisfied 

The above factors also denote the causes of difTerent 
rates of wages found m difierent occupations and at dif* 
fereut places 

Method! of Wage Payment 

There are two principal methods of paying wages. 
When wages of a labourer are paid by a unit of time— 
by the hour, day, week, month or year— irrespective of 
the work done^ the system is palled as tl)e Time }cage op 
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Time earning ; while when wages are paid per nnit or 
piece of work completed by the labourer, the system is 
known as the piece wage. Although both the systems 
of remunerating labour are adopted suiting to the require- 
ments of business or the nature of the work within the 
same industrjT, the time wage is the most widely used 
system in the modern industrial economy. The piece 
rate system is adopted in those industries where the work 
does not require a high degree of workmanship and is 
capable of accurate measurement, as in weaving, reaping 
crops, or in digging earth for embankments, etc. The 
time wage basis is found in those works which require a 
high degree of workmanship and admit of no easy 
measurement. Highly skilled and specialized forms of 
works are invariably paid by time. While estimating the 
merits of any wage system, the two essential tests must 
be clearly borne in mind. Firstly, the method of 
remuneration must be fair all round, “fair to the workers 
as a group, fair also to each one of them as a separate 
individual ; fair to the employers, and fair to the whole 
community as consumers.” Secondly, it must be in 
consonance with progress and efficiency in industry. 

Advantages and disadvantages of the time wage. This 
system has been favoured by workmen because it gives 
them a greater regu larity and gepurity of _ employment, 
safeguards them from o^e.r-rpressure^and' strain, increases 
^Ahe. quality of work dpne.,by-the ..workers, and_ldiminishes 
■ the possibilities of unemployment. In contrast. with these 
adva ntages, the general de fep.t._, ass ocia.t ed ..withjthejime 

, if . to encourage . .slackness 

amongst the workers, as they are confident of their weekly 
or monthly remuneration irrespective of the work turned 
but. ' As a ' result of this, the overhead charges of the 
industry increase due to the additional expense incurred 
in the employment of overseers and foremen to watch 
over the activities and the quality of the work performed 
by the workers. Secondly, the relative efficiency of the 
different workers in the time wage system cannot be 
easily found out with the result that the more efficient 
workers stand to lose in such a bargain, unless strong 
supervision's maintained to keep an eye over the relative 

31 
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output of the differeut workers with a Mew. to remunerate 
them accordingly 

Advantages and duadiontages of the piece tcage The 
chief relieving feature of the piece wage S3 stem lies in 
the fact that it is fairer both to the workers and em 
ployers Each worker is paid at the contracted rate per 
unit of his product, and is remunerated in proportion to 
his output, as a result of which the superior workers are 
offered an incentive to do their best by the prospect of a 
high rate of remuneration than the inferior worker* 
Again, under this system the workers can 'by a spurt of 
extra effort’ manage to increase their earnings quite 
conveniently in order to meet any emergenc) In short, 
the capital and labour forces of the industry are used 
more economically the total production is greatly stimula 
ted, and the oost of supervision is reduced as the payments 
are made by ‘result ’ 

On the contrary, this system carries certain grave 
defects In the first place, it results in defective or 
"scamped ’ work, as the worker s eyes are fixed on the 
quantity and not on the quality of the work lu those 
occupations which require a high degree of workmanship 
this system is found to be most defective Secondly, the 
workers by the temporary ^irospeots of high earnings are 
apt to strain every nerve without taking due notice of 
the future cousequaucev This temptation to overwork 
or "speedlug up” is a great evil, as it may lead to an 
early exhaustion of the productive capacities of wage- 
earners Next, it eliminates the inferior workers and 
breeds a feeling of competitive rivalry among the workers 
Lastly, the worker suffers a serious loss of remuneration 
at the time of sickness or accidents or of temporary stop- 
pages of the work In adopting this system of wage pay- 
ment it should be the doty of the employers and the 
State as well to protect the workers from over exertion 
and "speeding up” which proves, at all estimates, too 
detrimental to the community 
How Wages are Determined ? 

Several theories haye been formulated to explain how 
the share of the social product that goes to labour is 
determined The modern theory of wages,* known as 
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the Demand and Supply Theory of Wages or the Marginal 
Productivity Theory of Wages, is admitted so tar by most 
of the eminent economists to be the best explanation of 
wages. According to this theory, labour is likened to a 
oommodity and like the price of a commodity, the price 
of labour, viz., wages, is determined by the relation 
between the demand for and supply of labour, subject to 
certain reservations. For a full understanding of the 
theory, a complete elucidation of the terms ‘demand for 
, labour’ and ‘supply of labour’ seems needful. 

The demand for labour closely resembles the demand 
for commodities in general. It arises from the service 
it renders in the production of wealth and depends partly, 
on the numb'&r of commodities turned out by it and 
partly, on the value of such commodities. Just as in the 
case of a commodity the consumer’s maximum is deter- 
mined by the utility he expects to derive from it, 
similarly the employer’s maximum is determined by the 
productivity (i.e., amount of wealth produced) of labour. 
Manifestly, no employer can afford to pay more than the 
wealth produced by the worker. This explains why the 
remuneration of a skilful engineer is so handsome than 
that of an ordinary labourer whose contribution to 
production is much smaller if compared with the former. 
The demand for labour exists for various grades of labour 
and not for labour in general. Here, it may be remarked 
that an employer does not demand labour for its Own 
sake but for the sake of profit that he would derive from 
the sale of commodities produced by the labourers and as 
such there is a limit to the number of workmen who can 
be profitably employed because, after a certain point, the 
employment of additional workers becomes unprofitable. 
So a stage is conceivable beyond which the employer will 
not think it worth while to engage any additional worker. 
In this way, the last worker the employer is prepared to 
employ is the ‘marginal producer’ and the contribution 
he makes to the production of a commodity is the 
‘marginal productivity’ of labour engaged in that industry. 
He is just on the margin of being employed or dismissed. 
It may, therefore, be said that on the demand side the 
maximum limit beyond which rates of wages cannot be 



484 


A FIRST APPROACH TO ECONOMICS 


paid for a certain grade of labour, is determuied bj its 
marginal prodiictirity to the emplojer 

To simplify wbat has been eanl abo%», let os lake a 
concrete illustration Suppose a firm by ercpIojiugoO 
■workers is getting a net prodnot of Us S,000 a year On 
making calcnlations i e , by Ending out the market net 
value of the goods turned out by a labourer, if it is found 
out that the lest labourer adds Ks 100 worth of product 
■while he is paid Hs 80 as wages, then an advantage of 
Bs 20 may be said to accrue from the productive activity 
of the last worker to the employer Ouided by this 
monetary advantage be decides to employ more emplojeej 
until he Ends that the employment of the 55lh worker 
gives him just that quautitj ot product iHs 80) which is 
equivalent to the amount of wigcs (Rs 80) paid to him 
Here, the la^t man employed (the 65th man) maj be cal 
led the ‘marginal labourer’ and his oontribulion may be 
called the ‘marginal prodnctiviiy ’ By hypothesis the 
workers in the same group are of equal efficiency and in 
terchaugeable with auy other worker in the tame grade 
and, therefore, the same wage must be paid throughout 
that grade The wages of the grade, therefore, tend to 
be measured by th« value of the product of the marginal 
labourer, or, to express the eatoe idea in a soientifio roan* 
uer, icagen tend to equal the value of the marginal net 
product of lahouT 

Let us now consider the supply side of labour Labour 
like a commodity, has a cost of production, and an ade- 
quate supply cannot be bad unless the remuneration of 
the workman is sufficient to cover the cost of his servioes 
For any given class of workers, the cost of production 
means the standard of life, i e , the amount of necessaries, 
comforts and luxuries of life that the labourers are accus- 
tomed to enjoy This standard of life vanes with different 
groups of workers and fixes the minimum limit below 
■which the rate of wages cannot fall, so long as the stan- 
dard of living of that class remains the same The ‘cost 
of production’ of labour, i e , the cost of rearing and tra- 
ining workmen to enable them to reach a oerlavn requisite 
standard of efficiency, plays an important part m the deter- 
mination of wages Wages whioh ftre lusufflcient to keep 
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up the standard of life of a worker and his family cannot 
indefinitely remain so. A greater tenacity in 'maintaining 
the established standard of life is shown among the higher 
grades of labourers who restrict the supply of labour by 
limiting the number of children in order to provide them 
with the same education, training and efficiency which 
they themselves have received. It is worthy of observa- 
tion that standard of living, efficiency and wages are inter- 
related as they react upon each other. A rise in the stan- 
dard of living means a greater efficiency which in its re- 
turn leads to greater productivity and hence, to higher 
wages. Similarly, a fall in the standard of living either 
due to reductions in wages or to some other causes impairs 
efficiency of the workers leading to inefficient production 
and, therefore, to lower wages. The effect in both cases 
is cumulative. If workers are physically strong, techni- 
cally trained, intellectually far advanced, financially better 
off and industrially better organized, their contribution to 
production is of greater value than the contribution of those 
who lack these advantages and opportunities; the former 
group of workers will insist on securing the whole of the 
marginal product as their remuneration, whereas, the remu- 
neration of the latter group of workers owing to their 
disorganized state and financial weakness will just equal 
their standard of living. In view of these far-reaching 
consequences, labourers are very jealous of their standard 
of living and exert every nerve of theirs to live up to that 
standard. The supply of labour, and hence, the lower 
limit of wages is fixed by the standard of life of the 
workers. 

By way of summing up, we may conclude that' wages 
are determined by the relation be^een_the.^demandJor. 
’..and'supply'oXlabd^^ TKFemployer’s maximum is deter- 
■ mined by the c^ontfibution of the marginal labourer while 
the minimum is determined by the standard of life of the 
workers. “Between the lower limit set by the standard 
of subsistence or by the standard of life, and the upper 
limit set by the value of the labourer’s contribution to the 
product, wages will fluctuate according to the relative 
bargaining strength of the two parties to the wage con- 
tract.” 
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Some Pecaliantiet of Labour 

In the foregoing disenssion regarding the determina* 
tion of wages under free ooiiditioiis of competition and 
enterprise, we have treated labour as a coiuuioditj and 
the wages paid to labour as its price Ihe theory entirely 
Ignores the human element and other important differen 
ces that exist between labouraiid commodities and, asstich, 
the working of the theory must be modified to that extent 
Prof Marshall has pointed out that the following pecnli-* 
anties in the demand for and supply of labour, iuu«t not 
be forgotten in the treatment of the theory of wages 

1 The icorker selh tooth hut he retains property in 
himself He cannot sell himself like a commodity or any 
material agent of production Those who bear the ex* 
penses of rearing and educating labour, receive nothing 
of the price that is paid to the labourer as his wages 
Consequently, the investment of capital in the rearing and 
early training of the workers is limited by the resources 
of parents, by their power of forecasting the future, and 
by tbeir willingness to sacrifice tbemselves for the sake of 
their children Unlike manufacturers who produce goods 
in the expectation of getting direct reward out of their 
invested capital and exertiou undergone therein, parents 
invest money in the education and training of their ohil> 
dren without any hope of direct remuneration The evils 
that arise out of this peculiar situation are cumulative 
They are specially noticeable among the poor and thought- 
less parents who neglect the proper education and train- 
ing of their children, either due to their weak financial 
circumstances or due to their selfish spirit or due to the 
lack of foresight, with this consequence that if once t> ey 
become inefficient producers the effect continues in a 
cumulative way In the higher grades of society, the 
children of artisans and of those educated classes which 
entertain a higher notion of duty towards their children, 
get a better start la bfa with, ye a ter obances of success m 
life than those of the workers whose parents are financially 
weak and uneducated It is one of the chief causes of the 
immobility of labour from grade to grade 

2 When a person sells hts services, he has to present 
himself tohere they are delivered A labourer cannot be 
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separated from his work and so he must deliver himself 
personally on the spot. It is otherwise with the owners 
of land, capital and capital goods, who can sell their ser- 
vices abroad, and yet sit at home. Since the worker must 
be present, where his work is sold, it follows that mobility 
of labour and the mobility of the labourer are convertible 
terms. Therefore, the nature of the work, and associates, 
the agreeableness or otherwise of the place of work and 
the scale of remuneration are very important factors for 
the worker. 

3. Labour is the most perishable commodity. If a 
labourer is out of employment for a day, its remuneration 
is lost for ever. A labourer cannot afford to wait for 
better prices (wages) as he cannot store his labour. The 
merchant, on the contrary, can withhold his commodities 
fromthe market if the prices are too low. This peculiarity 
forces the labourers to accept any rate ot wages than to 
face unemployment and all its attendant miseries. There 
is, however, no cumulative effect of this peculiarity, unless 
during the period of unemployment the standard of living 
is so reduced as to affect his efficiency permanently. 

4. Labourers being poor and disunited are at a great 
disadvantage in their bargaining capacity as compared vnth 
the skilled employers. Trade Unions help to bring about a 
balance of .power between the two parties but their sphere 
of activities is mostly limited to skilled groups of workers. 
The union spirit is sadly lacking in the unskilled labourers, 
in whom it is most urgently needed. The unskilled 
labourers owing to the want of reserve funds with them 
and of the power of long withholding their labour from 
the market, often accede to the arbitrary terms of the 
moneyed employers. The effects of the labouree's draw- 
back in bargaining are cumulative. As a result of a fall 
in wages, his efficiency as a worker will go down and, 
therefore, the normal value of his labour. These draw- 
backs of labour tend to decrease with the growth of strong 
labour unions, whereby, collective bargaining is substitut- 
ed for individual bargaining, 

5. The last peculiarity consists in the slowness of the 
growth of new supplies of labour. Unlike a commodity, the 
supply of which can be decreased or increased at will, the 
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supply of labour is comparatively fixed /or ft /atilt 
loug period as ao adequate length of tiiuo is required for 
rearing and training labourers for a pariicular trade The 
iticreased demand for labour tn any indlistr} may norluaiU 
be met, either by an increase tn the labour reared and 
trained for that industry, or by a moveiueiil of tvorhera 
from other trades The ttaiiiittg of htglier grades of labour 
specially depends upou the capacity of the trorker a 
parents to forecast *he future Of such tia Ips The move- 
meut of labour from other grades depends on the degree 
of the mobility of the labourers from one grade to anotlier 
On the other hand, if the supply of labour is lu excess of 
the demand adjustment canunt be brought about, nnles' 
the surplus goes permanently out of employment or dies 
out with the lapse of time The supply of labour, there 
fore, cannot bo quickly aljusted to demand 
Trade Unions 

Trade uniouism is the product of ludusttiahsiu 'With 
the growing industrialization and the consequent euier 
genoo of the proletariat, trade unionism came into ezis 
teuce to wipe out many of the disabilities which 
overtook the labouring classes helplessly m the beginning 
of and after the Industrial Revolution Contrary to the 
current opinion that a trade union Is a militant body 
always at daggers dcawu with the employers, it must be 
pointed out at the outset that its primary object is to 
maintain and improve the conditions of the working life 
of the wage eeruers A. trade umon has been defined as 
'a oontiDUons assooiation of wage earners for the purpose 
of maintaining and tmpKning the conditions of their 
employment ’ At a later stage of their study, students 
will realize that trade Unioiusm has been a great oons^ 
truotive movement wbiob has played m many countries 
of the world a dominant part in the way of infinenoing 
legislation to combat the demoralising evils of child 
labour, excessive hours, and other luhamab, hideous and 
degrading conditions of todustnal life 

The main objects of suoh associations ate stated to be 
the following — 

(0 to foster a spirit of brotherhood and a feeling of 
corporate existence or what is called ‘esprit de corps’ 
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Siinotig the work-people ; to give them greater strength 
in the matter of bargaining with employers through 
‘collective bargaining’ and to regulate the Conditions of 
etaployment ; 

(^^) to educate labour and to keep up wages to the 
inarginal work of labour and to bring about a rise in 
wages by raising the standard of efficiency and Work- 
manship ; 

[Hi) to collect funds for the relief of members when 
sick or in distress and provide oUt-of-work pay when 
members fail to secure employment, either through slack- 
ness of work or through strikes or lock-outs. 

Trade Unidnisni in India 

Trade unions in India have a short history. It was 
not until 19]-8 that labour began definitely to organize 
itself. 'I'he War created a new mass-awakening and the 
industrial workers became more and more conscious of 
their grave economic difficulties, particularly in matters 
of wages abd working hours. Owing to the low wages, 
offered to the workmen, the Unprecedented rise in prices, 
the high-profits reaped by the employers, and the degra*- 
ding conditions of work, the condition of the industrial 
labour became too critical and the only remedy was 
sought in combination. From that^ year onwards there 
has been a more or less steady growth of trade unions, 
in spite of the inevitable fluctuations in their prosperity. 
The first Madras Labour Union was organized by Mr. B.P. 
Wadia ; from Madras the trade union movement spread 
to Bomba3^ In many of the manufacturing industries 
and other establishments trade unions were organized but 
many of them were in reality mere strike committees and 
died an early death in the years following l920. The only 
stable unions which showed signs of permanence and 
vitality were of clerks, railway workers, postal employees 
and seamen. The trade union movement is also 
strong among the factory workers of Bombay and 
Ahmedabad. 

The All-Iudia Trade Union Congress was inaugurated 
in 1920 and since then it has been holding annual sessions 
in various centres. The main objects of the organization 
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were to coordinate the worLing of the individual trade 
unions and to recommend to the Government of India, 
workers’ delegates for the International Labour Conferen* 
ces It became a central organization for the general 
guidance of the trade union movement in India, but from 
the very beginning it had a strong political bias Its 
presidents aud secretaries with the exceptions of a few 
persons have all been politicians first and labour leaders 
next 

As a result of the passing of the Indian Trade Umons 
Act m 1926, the movement has been placed on a more 
substantial footing The Act grants immunity to all 
officials and members of a registered trade union from 
civil suits and criminal prosecutions in respect of and in 
the furtherance of its legitimate objeotn and they are not 
to be indicted for conspiracy These privileges are not 
conferred on the unregistered unions 
Reasons for the Stew Progress in India 

Considering the total labour foroe m India, the progress 
of the movement is very slow The difficulties of 
organizing permanent trade uoious on a stable basts may 
be enumerated as follows 

fo) The constant migration of wage-earners from vil» 
lage to town and town to village and from one mill to 
another, even in the same town, tends to dimmish their 
interest in any organization Indian labourers regard in- 
dustrial life as a temporary expedient always oherisbing 
the hope of returning and spending their final days in 
their native places 

(f») Illiteracy presents a serious obstacle in the way of 
regular organization Being illiterate, they cannot ap- 
preciate the value of oombioation aud the lack of genume 
labour leaders can be explained to this drawback In the 
absence of any internal collective will among the trade 
uoiomsU, UQ stable ocgoniEatiQU. can fioutish 

(c) The extreme poverty is another bar m the way 
of permanent organization as even a minimum subscrip- 
tion is a sort of dram on the slender purses of the 
workers, particularly when they are already embarrassed 
by debt 
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(g*) Diversity of language and caste is a great hind- 
rance in the way of combination and forming one strong 
organisation. 

(e) The opposition of an overbearing and selfish sardar 
— a jobber who occupies a very important place in an In- 
dian factory as he recruits mill-hands and often lends 
money to them in the formation of effective trade unions 
— is a potent one as he would be deprived of the influence 
which he now wields in the present state of disorganised 
labour. 

if) Organisation of labour is a much more difficult 
problem owing to the dominance of agricultural popula- 
tion in India. 

(g) The hostile attitude of the employers also acts 
as a serious deterrent to the healthy growth of trade 
unionism. 

In view of the fact that trade unionism is for those 
who are extremely weak and poor, all efforts must be 
directed to eliminate the above-mentioned drawbacks and 
strengthen the trade union movement as the industrial 
success of a country depends upon the industrial efficiency 
of its workers. 

Mobility of Labour 

By mobility of labour we understand the movement 
of workers with ease and promptitude (a) from one place 
to another, (&) from one profession to another, or (c) 
from one grade to another in the same trade or profes- 
sion, in response to better inducements regarding the 
conditions of employment and remuneration. The first 
is called as the geographical or place viohilify of labour : 
the second as the horizontal or professional mobility of 
labour, and the third. as the vertical mobility of labour. 
The geographical mobility may be either permanent or 
temporary. Temporary flow of labour may be of the 
nature of movement of Government servants on transfer, 
or labourers moving to carry some seasonal occupation 
or trade, or merchants and tradesmen who repair to new 
and undeveloped areas only to come back to their homes 
after having amassed a fortune. Permanent migration 
may be either due to social or economic causes which 
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are very stroiif; anc! couut mnoh in promotmg the 
efficiency Riid productivity of labour 

Immobility of labour meatu the state when the flow 
of labour from oue place to another, or from one trade to 
Ruotbei, !'» practically absent in re«pons9 to liiRlier wages 
and better inducements The mobility of labour differs 
in different countries, iliffereiit occupations and at dif* 
ferent times within the same country and is governed to 
a very great extent by the spirit of enterprise, social 
customs, religious scruples of the people, and the extent 
of industrial progress aohieied within a country 
Mobility of Labour leads to Equality of Wayes 

The diiferenoe in wages in different places and in* 
dnstriGs may be ascribed due to immobility of labour 
ho the obvious remedy to bridge the glaring me^naiities 
of wages la to seek, ways and means of increasing the 
mobility of labour Other things remaining the same, 
if bfflcieuc} of workers is the same and there is perfect 
mobility of labour from place to place, and from oc* 
onpaiion to occupation, the wages of workers will tend 
to equality 'Vlobiliiy of labour also promotes the 
efffoieuoy of labourers in so far as it brings abmt the 
most rational distribution of labour forte withm a 
country 

Hindrance* to Mobility of Labour In^India 

The geneial immobility of the ludian population is 
ascribed to the following reasons — 

0) About three-fourths of the population consists 
of agricultural classes which are moat immobile almost 
all the world over Owing to their conservative and 
stay-at home nature, to which Indian peasants are no 
exception, and the strange difffoulties attendant upon 
tbeir geographical mobility coiiceruingtbe soil and climate 
of the place, the Indian cultivators generally stick to 
their ancestral holdings 

(h) Caste system which is a special feature of the 
Indian society also makes labour partially immobile, as 
It determines irrevocably the kind of professiou whioh 
a man is to follow without the least deviation if he 
wants to enjoy the protection and goodwill of the 
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community into which he was ushered. Thus, the rigid 
rules of caste system are a giant obstacle in the way of 
horizontal mobility of labour in India. 

{Hi', As a result of the illiteracy and ignorance of 
the masses, they are seldom aware of the opportunities 
of employment. For the mobilitj* of labour a correct 
knowledge of the place or professions where labour is 
in demand, is an essential condition. The obstacle to 
free movement of labour is further perpetuated owing to 
the lack of strong trade unions, (which usually make 
arrangements to collect and impart to their members in- 
formation of vacant situations for employment) the com- 
plete absence of labour exchanges, and the want of State 
guidance. 

{iv) Lack of adequate and cheap facilities of-transport 
and communication and the consequent strange difficulties 
of the journey prevent an easy flow of labour. At the 
present day, however, the force of the argument is 
much weakened as the developments in the means of 
communication have been remarkable within a few 
decades but considering the extent of the country and 
poverty of the people they are held to be insufficient and 
expensive. 

(v) Linguistic inconveniences, itnfavourable geogra- 
phical and climatic conditions, and the differing social 
customs of strange lands — all these factors combine to 
retard the free movement of labour. To work with men 
of dififerent castes, professing different religious, speaking 
diverse languages and of widely differing customs is not, 
truly speaking, amenable to the taste of an average In- 
dian labourer. 

(vi) The Indian labourer is strongly tied to his native 
place, and his love for his family and associates proves 
sometimes too strong to be^ shaken off, even if he were 
offered better pecuniary advantages elsewhere. 

(vii) The general poverty of the people is also a great 
obstacle in the way of free movement of labour. More 
often than not, the geographical mobility is handicapped 
because labourers for want of funds cannot move them- 
selves with their family’s belongings to those places 
where they expect better rewards. 
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(Kill) Lastlv, the -waot of a spirit of adventore, the 
general inertia setting upon the people, and the contented 
nature of an average Indian with the present state are 
aloo some of the important noticeable factors reopousible 
for the immobility of Indian labour. 

The Changing Environments 

But from the above the readere should not run away 
with the idea that Indian population is completely im- 
mobile The conditions are not the same as obtained 
half a century ago or bo Many of the above-mentioned 
causes have lost their importance, in face of the inroads 
of new Western ideas and the changed economic condi 
tions Caste system no longer holds its universal sway 
over the people who are changing their occupations m 
defiance of caste restrictions Economic considerations 
are proving much stronger than the sentimental ties 
Moreover, as a result of the introduction of improved 
facilities of transport and oornmnnication together with 
the opening of new avenues giving better employment 
by the development of large scale cotton, jute, coal, iron 
and tea industries, and the increasing pressure of popula- 
tion on land, labour is much more mobile today than 
what it was a few decades ago In the initial stages of 
industrial development in India, many factories had to 
face severe difficulties due to the paucity of labour, but 
DOW all ludustrial centres are beginning to have a surplus 
of labour which shows that labour is tending to seek its 
proper channels With the better and larger spread of 
general and technical education, with the gradual disap- 
pearatice of religious scruples, social prejudices and caste 
restrictions, with the promise of improved economic con- 
ditions, and with the inonlcatiou of the spirit of adventure 
and enterprise among the people, the time is not far to 
see when labour will be as fluid and mobile as it is found 
in any of the civilized countries of the world 

Influence of Social Customs 

In India, as elsewhere in the world, custom has influen- 
ced man’s life, actions and his ecouomio relations to a very 
considerable degree In civilized countries, custom is re- 
placed by competition But m India, though it is on the 
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^??ane, eveii now tlie actions of the majority are governed 
more often by custom than by free competition. The 
late Mr. Justice Ranade observed: “The family and the 
caste are more powerful than the individual in determin- 
ing his position in life. Self-interest in the shape of the 
desire for wealth is not absent but it is not the principal 
motto. The pursuit of wealth is not the only ideal aimed 
at. There is neither the desire nor the aptitude for free 
and unlimited competition except within certain pre-deter- 
mined groves or groups. Custom and State regulations are 
more powerful than competition and status more decisive 
in its influence than contract. Neither capital nor labour 
is mobile, enterprising and intelligent enough to shift from 
place to place. Wages and profit are not elastic and res- 
ponsive to change of circumstances. Population follows 
its own law being cut down by disease and famine while 
production is almost stationary, the bumper harvest one 
year being needed to provide against the uncertainties of 
alternate bad seasons.” Regarding the influence of cus- 
tom, Mill points out that it is often the powerful protector 
of the weak against the strong and their sole protector 
where there are no laws or Government. But it also, on 
the contrary, tends to repress the individual, and to subor- 
dinate him to the community in a greater degree than is 
desirable. Competition helps to bring out the best in man. 
The Caste System 

The caste system is a peculiar institution in India and 
must be distinguished from the numerous social grada- 
tions obtainable in every country of the world. These 
latter are not divided into so many rigid and water-tight 
compartments, and there are no restrictions of any kind 
in the choice of occupations of an individual provided he 
possesses the requisite knowledge and training for doing 
that work. In India, on the contrary, the essential fea- 
ture of the caste system is that birth “determines irre- 
vocably the whole course of a man's social and domestic 
relations and he must live, eat, drink, dress, marry, and 
give in marriage in accordance with the usage of the com- 
munity in which he was born.” Castes are divided into 
three main types, the functional, the racial, and the sec- 
tarian. The most important of these are the functional 
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oasteg, representing the varioas occupations that were 
follOTveil by a group of persons in earlier times 

Undoubtedly, the caste system based as it was originally 
on ecoQoniio division of fonotions, hss promoted profes 
sional skill and dexterity and helped to preserve the 
var OU3 arts and indu'stries of the country Dexterity 
once acquired was handed down from father to son as the 
former always taught the latter his trade secrets more 
willingly and oarefuiiyr than any other tutor It 
also fostered the spirit of brotherhood among members 
of the same caste and gave protection to the weaker meni* 
bers of the oommunity Again, the institution of caste, 
as the biulogital studies inform U3, has prevented the 
deterioration of the higher races and maintained the lu 
tegnty of the Jlindu bociety by preserving the physical 
heredity of the people because the sjstem dehuitely sets 
Itself against any intermarriage with the inferiors 

Whatever advantages might have been conferred by 
the caste system in days gone by, under modern changed 
oouditious of production and distribution the rigidity of 
the system is a great obstacle to the free working of tbe 
eoonomio forces of competition and to the full attainment 
of the economic efficiency of our labouring classes It 
prevents the fro« flow ot labour from profession to pro- 
fession with the result that certain occupations are over- 
crowded while others starve owing to paucity of labour 
'Ibis limitation of oompelitioo leads to inequality of wages 
m different occupations to tho great detriment of the total 
national productivity The system also acts as a bar to 
the progress of large soafo enterprise due to the lack of 
speedy adjustment between demand for and supply of a 
particular kind of labour Large scale production requires 
the CO operation of different factors of production which 
IS conspicuous by its absence due to the presence of the 
feeling of class hatred against one another The caste 
system does not recognize dignity of labour and is antago- 
nistic to the principle of equality It has degenerated in- 
to an engine of social oppression The depressed classes 
are subjected to barbarous humiliation and to many dis- 
abilities not only social but economic The barriers of 
caste, however, are breaking down day by day in conse- 
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created by the Western civdization, culture and ideals 
The intensification of the straggle for existence is another 
contributory cause in the dissolution of the joint lamily 
system The system from the economic point of view 
has certain very objectionable points It encourages in- 
dolence and stifies all energy for, when the barest means of 
subsistence are guaranteed to every member, some of them 
are apt to lose the incentive to work Consequently, 
parasites begin to flourish m every family and bring about 
Its breakdown Again, the aystem acts as a deterrent to 
the accumulation of capital as the earning of an indivi 
dual IS distributed among all the members of the family 
Further, it checks the free mobility of labour as the 
family affection binds them to their native places and if 
they shift to some outside place m order to improve their 
economic strength they invariably cherish the hope of 
returning to their homes Although the advantages are 
overborne by the defeats ooosidered from the ecosomio 
point of view, the rank lodividuahsm of the West 
which IS a negation of social harmony should not be 
allowed to have a full play in India 

WAGES IN INDIA 

“The great bulk of the labouring class in India are 
men who work on their own account and not for au em- 
ployer The rate of wages which appears to be the para- 
mount question to the vast majority of the people of 
civilized lands, is a matter of very high concern to the 
working class of India " The remuneration for services 
rendered in the rural areas is governed by customs The 
labourers receive their wages lu kind at the harvest time 
and remain unaffected by a rise or fall of prices A labourer 
prefers a low rate of wages in his own village instead of 
taking advantage of high wages prevailing in cities, but 
now he is undergoing a silent transformation due to the 
fact that prejudices and conservatism are disappearing and 
a new demand for labour is being created by the modern 
industrial concerns due to the activity of the war industries 
Money economy is replacing the old customary payments 
for services made in kind The rate of wages is also 
rising slowly with the increase in the efficiency of the 
labouring classes The improvement of public health, 
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eradication of diseases, general welfare arrangements, tte 
various Acts passed by the State to safeguard the interests 
of the labouring classes and the activities of the Interna- 
tional Labour Organization, will improve the lot and earn- 
ings of the labouring classes in India. People have reali- 
sed that cheap labour is really a dear labour. 
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— ■^Average daily or monthly ccrnin^s o/tooriers tn India 


Occupations 

Usaal j 
period of I 
payment ' 

Rate in 
Cities 

Kate in 
towns and ' 
villages 




Rs 

Rs 


Mistnes 

Monthly 

40 to 60 

30 to 33 


Steam Encme 





Dnvers 


40 to 50 

25 to 40 


Motor Dnvers 


30 to 40 . 

20 to 23 


Firemen 


20 to 25 

15 (0 18 


Proof readers 


40 to 75 



Compositors 


30 to 35 



Weavers 

! Daily 

14 0 

0 12 0 


Spinners 


0 14 0 

0 10 0 


Coal miners 

1 

0 12 0 i 



CoohesmTea 





plantations j 





lo) Men 


0 5 6 



(6) Women i 


0 3 0 



(o) Children 


0 1 0 



Ma«on$ 


14 0 

0 12 0 


fihisties 1 


0 IJ 0 1 

0 6 0 1 


Carpenters 


14 0 

0 12 0 

Or S4 seers 





of grata per 





plough per 





cultivator 

ijiacksmittis 


14 0 

*0 12 0 

As above. 

l^oxoestic ser 




1 

1 

vaots j 

i 

0 6 6 

! 0 4 6 

1 


Semi skilled 1 




1 

Or a fixed 

wQikets i 


0 12 0 

0 9 0 


. quantity of 

Unskilled 





gram at the 

workers 




1 

1 time ofhar 

fc) Men 


0 6 6 

0 4 6 


vest 

{6) Women 


0 4 6 

0 3 0 

i 

1 

(c) Children 


0 3 0 

0 2 0. 



Barbers 


0 12 0 

1 0 3 0 

' 6 seers per 





1 adult mem 





berper year. 

Washerman 


10 0 

! 0 9 0 

„ , 

Cobblers 


14 0 

0 10 0 

•1 II 

Village Teacher 

' Monthly 

i 1 

18 0 0 




CHAPTER XXIV 


INTEREST 

s>' 

The Definition of Interest 

Interest is generally defined as the price paid for the 
services of capital in the field of production. Prof. 
Carver defines it as “the income which capital returns to 
its owner whether he lends it or* employs it himself in his 
own business.” From the point of view of distribution, 
“it is the share of income that is assigned to capital goods, 
or more accurately to the owners of such goods for the 
part those goods play in production.” 

But these definitions are only one-sided, as they take 
into account only the productivity of capital and the idea 
of sacrifice or abstinence in the postponement of an enjoy- 
ment on the part of those who save and lend is wholly 
neglected. In order to arrive at a true definition, we must 
view it from two sides — the side of the borrower, and 
that of the lender. Looking at it from the side of the 
borrowers it may be affirmed that capital is required 
because it is productive and serviceable to the community 
which in order to utilize these services for its own benefit 
is prepared to give interest. Capital can only be produced 
by saving which often needs certain sacrifices or waitings 
on the part of the people who postpone their present 
pleasures for the future and thus, bring capital into 
existence. In order td secure the control of this capital 
some inducement or^-feward must be offered to the capi- 
talists. In order to explain interest both from the points 
of view of borrowers and lenders, it is defined as the price 
for the productivity or services of capital, paid to the 
capitalist for his waiting or abstinence which he has 
undergone in order to save it. 

501 



502 


A FIRST APPROACH TO ECO^OSIICS 


Grots and Net Interest 

The term “interest” carries with it different shade* 
of meaning What we call m our everyday life a» 
interest is in reality “gro'ss interest” which is diff'-*reiit 
from what we call in Economics as “net interest ' 
Gross interest is much wider in scope than the net 
interest and is composed of the various elements inolud 
ing net interest, the former vanes from country to 
country, from place to place, from man to mau at one 
and the same time, the latter is (taking the complete 
mobility of capital for granted) the same at all places and 
with all the persons atone and the same time The mam 
cause for the variation m the gross interest is the absence 
or presence of the various elements at different places and 
with different individuals The following are the various 
elements — the different charges paid m the form of 
interest—that go to make up the gross interest — 

1 Thi retcai d for tcatUnff or net or pure tnierest 
This portion of the gross luterest which is a payment for 
the uae of capital without anj allowance for risk or auj 
other factor IS termed as pure or net interest, all other 
charges are the prices exacted for the services rendered 
by the capitalist to the debtors Whenever gross interest 
and net interest tend to coiocide or there is a very 
small margin of difference between the two it must 
automatically be assumed that this is “a payment for the 
loan of capital when no ri^k, no inconvenience and no 
work are entailed upon the capitalist because of the 
loan ” 

2 Jnswance agatnst rttik of loss Every act of 
lending involves some sort of risk because of futurity 
which is so uncertain An extra losurauce premium 
over and above the net interest is made by the lender to 
cover any risk of loss which may arise due to any business 
contingency or due to some flaw in the character or 

biWiwuM t*! wlu/ib. a 

lender is exposed may be classified under two separate 
heads •— 

(fl) Trade rtsTcs The investment in a modern 
industry js generally subject to great risks because its 
success depends largely upon speculation Forward 
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buying and selling, production for future consumption 
and for foreign and uncertain markets are everyday 
feature of a modern industry and a kind of necessity. 
All these entail grave risks which must be insured by the 
capitalists in the form of high interest charges. 

(6) Personal risks. The personal risks vary greatly 
in different eases, according to the character or the 
business morality of the individual borrower. Ordinarily, 
a borrower possessing a secure credit can obtain a loan of 
capital at cheaper rates of interest than that person who is 
noted for his dishonesty and recalcitrancy in the repayment 
of his loans. The capitalist, on economic considerations, 
charges in the latter’a case a high rate of interest to insure 
himself against possible losses, 

3. ITie earnings of management. Certain kinds of in- 
vestments require a good deal of management — adminis- 
trative, legal and executive — which necessitates a great 
amount of botheration and trouble on the part of the 
lender. For this extra amount of trouble which he has 
to undergo in the form of keeping and maintaining the 
accounts of incomings and outgoings of his borrowers, 
he charges an additional remuneration in the shape of a 
higher gross interest, and what appears to the borrower 
as interest, is, in fact, from the point of view of the lender, 
earnings of management of a troublesome business, e.g , 
the<ig'es? system which demands a, complete machinery for 
the distribution of the gists and the realization of the 
monthly instalments. The greater the inconvenience 
experienced in the realization of principal and interest, 
the higher will be the gross interest charged on that 
particular kind of loaning. Thus, the gross interest may 
be much higher than the pure or net interest or may some- 
times coincide with the the latter. Some or all of the 
above-mentioned payments when combined are termed as 
gross interest. 

■ The Problem of Interest 

Closely allied with the question of '‘interest” are the 
various problems which require a clear exposition and 
some brief explanations. They are as follows : — 

1. Should interest be paid ? 
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2 Why IS interest paid? 

3. How IS the rate of interest determuied’ 

We shall disease these problems seriatim under separate 
heads 

Should Interest be Paid? 

The problem whether interest be paid or not has been 
a much debatable question for many centuries The 
Biicieiits denied absolutely the justifiability of taking 
interest The Law of DJoses among the Jews condemned 
interest, Plato forbade the taking of interest Aristotle 
regarded interest as unnatural because be thought 
that money was “barren " The Laws of Islam forbid 
the taking of interest The mam cause of this 
trend of thought is to be found m the fact that 
m those times capital was borroired not for pro 
ductive but for consumption purposes In those 
early days when tliere was little employment of capital 
for productive purposes, it was the poor and the needy 
who stood m need of credit for the Bati«factioa of his 
elemeutary wants and to tide over the period of dvstteas 
and calamity and, therefore, the prohibition agaiiiet 
iQlerest'taknig was considered justifiable on moral aud 
ethical grounds It was under these peculiar situations 
that the educated and enlightened opinion of the time 
waged a continuous war against the taking of mterestr 

But the contemporary Hindu opinion was different 
and the taking of interest was not prohibited altogether 
The Laws of Slanu gave their sanction m this respect and 
since the profession of money-lending is carried on in 
India from times immemorial and tlie community of 
money-lenders is not considered a disrespectable one, 
It can be safely concluded that the importance of taking 
interest and its justification was fully realized by tbc 
people of the countiy The reasons for this solitary 
exception are not far to seek India has been one of the 
most leading oommercial and industrial countries of the 
world from a very early period of human history, and as 
such, industry and commerce always sought the services 
rendered by the commuoity of money-lenders The 
importance of investment for productive purposes we® 
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clearly realized by the Indians at a very early stage' and, 
that is why, the taking of interest in India was not looked 
Upon as a “deadly sin” as in other countries of the world. 

With the improvement in the means of communications 
and knowledge together with the new inventions, the 
development of trade, commerce and industry and in- 
creasing demand for capital for productive investments, 
there appeared a gradual change in the opinions of men 
regarding the payment of interest. In the course of 
time, the demand for capital for productive purposes 
began to ’ occupy the foremost position among the 
borrowings in comparison to the demand for purposes 
of consumption. Money is now mostly borrowed for 
productive purposes with the aid of which fresh wealth 
is created and the borrowers give something out of this 
wealth to their creditors. Modern opinion, therefore, 
has brushed aside the old idea against the non-payment 
of interest. 

Why is Interest Paid ? — A Reward for Service 

While defining interest we pointed out that from the 
point of view of the borrower, interest is the remunera- 
tion for the use of capital ; it is a reward for .the services 
rendered in production by capital. Interest is paid on 
capital because it gives a necessary service to the produ- 
cer in the shape of increased production of goods and 
because this service would not be forthcoming unless a 
reward were paid for it 

In modern times, the greater portion of the borrowings 
are eflfected for the productive purposes and generally 
the modern borrower is a great business magnate. With 
the help of his borrowings which represent his capital in 
the form of capital goods such as tools, machinery, build- 
ings, plants and raw materials, he secures through the 
economies of large-scale production a considerable in- 
crease of output at a smaller cost per unit. Out of this 
increased product, the debtor is enabled to pay something 
in return for the services rendered by capital. But 
at times it becomes a very difficult task to draw any fine 
distinction between the loans for industrial and consump- 
tion purposes, therefore, interest is justifiable- in all the 
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cases Farther, loans for constimption purposes would 
not be forthcominR if interest were not paid on them 
How it the Rate of laterest Determined ? 

Various attempts have been made from time to time 
to explain the nature of interest and bow the rate of in- 
terest IS deteiiDined The most noteworthy and important 
theory that has influenced the economic thought for a 
considerably long period is the “Productivity Theory'’ of 
interest evolved by Malthas, Say, Carey, eto , which seeks 
to establish that interest is a pnoe paid for productive 
sejuiCM of capital , the “Absiioence Theory” propounded 
by Senior justifies interest on the ground that it is a 
reward for ah^taming from the immediate consumption of 
wealth the Exploitation Theory” put forward by Karl 
llarx and Rodbertus lends to prove that interest arises 
from exploitationy from depriving the workmen of their 
legitimate poiiion of the total wealth produced by them 
A fuller treatment of these theories may be read from 
bome of the bigger treatises on Economics For our 
purposes it is auffioient to remark that these different 
theories have been only partially true in the study of the 
determination of the rate of interest Every theory seems 
to start with a particular atm m Tiew and attach a special 
bearing either on the demand side or the supply side of 
the problem 

The latest and widely carrent theory is the “Demand 
and Supply Theory of Interest " According to this the- 
ory the rate of interest depends on the demand for and 
supply of capital and is fixed by the interaction of the 
forces which influence the borrowers and lenders at a 
particular time lu a particular business or trade Like 
the value of other commodities, the rate of interest is 
determined by the eqmltbrmiu of the demand for and 
supply of capital Prof Marshall writes that interest 
being the price paid for the use of capital in any market, 
tends towards a level at which the aggregate demand for 
that capital m that market, at that rate of interest, is 
equal to the aggregate supply of capital forthcoming there 
at that rate 

The Demand for Gapiial The demand for capital 
depends on the “prodactivity” of capital, always remem- 
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bering, oF course, that when we speak of the productivity 
of capital we mean the joint productivity of capital and 
labour. “Capital is demanded” as Penson states, “because 
there is an advantage to be gained from its employment.” 
The demand comes mainly from those who wish to 
employ that capital with advantage or with anticipated 
advantage to themselves, eg., from traders and manu- 
facturers, private individuals and business people from 
the local authorities and the State itself. The combina- 
tion of all the various forms of demand including the 
•demand for consumption purposes makes up the ag- 
^repate Demand for Capital. It is a point to be borne in 
mind that every factor of production, in a productive 
undertaking, is eifiployed up to the extent it is advan- 
tageous or profitable to the entrepreneur. The demand 
for capital, like other commodities and services, depends 
on its utility and productivity to the borrower. This 
productivity of capital fixes the maximum price which a 
borrower is willing to pay rather than go without the 
services rendered by capital. 

The Supply of Capital. The accumulation or supply 
of capital, as previously discussed, depends upon the 
power and the will to save together with the opportunities 
available for investment in a particular country. To 
repeat, in the words of Marshall, the supply of capital is 
governed by a great variety of causes (f) custom, (ii) 
habits of self-control and realizing the future, (ill) the 
power of family affection, (iv) security of life and property, 
(v) progress of knowledge and intelligfonce, (vi) facilities 
for the investment of capital, and above all (vii) the rate 
of interest. The rate of interest has a commanding in- 
fluence on the accumulation of capital though it must be 
noted that people will save even if the rate of interest is 
zero in order to make provision for a rainy day and old 
age. But in view of the fact that the creation of capital 
involves the postponement of present consumption of 
wealth and is attended with some sacrifice of ‘waiting,’ 
an adequate inducement in the form of the rate of in- 
terest has to be off’ered to attract a requisite fund of 
capital for the diverse requirements of the community. 
Different rates of interest will influence the savers in a 
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\atiety of many of whom will be.wvUing to pvM 

forth their supply of capital at a lo«rer rate of interest 
Uinler such oondilions, the rate of interest is determined 
by tlie reward or rate of retarn required to induce the 
xnargina! saver’ to bring forth his supply of capital 
demanded ni an industry The supply of capital is also 
governed by the rate of interest The higher the rate of 
interest the greater is the amount of saving and capital, 
the lower the rate of interest, the smaller is the amount 
of saving and capital 

The Rate of Inieiest Having analysed the conditions 
of demand for ami supply of capital, let us now try to 
understand how they act upon one another m the deter- 
iniiianon of the rate of net interest which practically in- 
volves no element of risk, nor any trouble of lu&uage- 
meut and collection iii the realization of the invested 
amount of money 


DEMAND 
Amouut o( capital 
that would be 
borrowed 

Rate of interest 

SUPPLY 
Amount of capital 
that would 
be lent 

Rs 


Rs 

1,00,000 

o per cent 

10,00,000 

2,00,000 

4V, 

8 00 000 

d, 00, 000 

4 „ 

6,00,000 

6,00,000 

3*;. 

6,00,000 

8,00,000 

3 

2 00,000 

10 00,000 

2 

1,00,000 


If Uie rate of interest be 4 per cent the demand 
would amount to Us 3,fX),000 and the supply would be 
equal to Rs. G, 00, 000 In this case, the supply being 
greater than the demand, the more eager lenders would 
be willing to lend at a lower rate of interest On the 
contrary, if the rate were 3 per cent the demand would 
be for Rs 8,00,000 and the supply would shrink to 
Rs 2,00,000 In this case, demand being greater than supply, 
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the more eager borrowers would be willing to pay a 
higher rate of interest. The rate of interest would settle 
between 4 and 3 per cent. In aocordanee with our given 
schedule, the rate at which there would be an equilibrium 
between demand and supply is S^/o per cent, a rate 
at which equal quantities of capital, viz., Rs. 6,00,000 
are demanded and supplied, and at which point the 
marginal productivity of .capital, as measured in money, 
will tend to equalize the .sacrifices of the marginal saver. 

Different Rates of interest 

In the foregoing section, we have examined the 
factors working in the determination of interest rates and 
perceived that this pure or net interests — -the price of 
capital — is determined, like the prices of all other com- 
modities and services, by the interaction of demand for 
and supply of capital. Hence, there should be one single 
rate prevailing at a particular time. But in the business 
world we notice remarkable variations in the rates of in- 
terest charged b}’^ money-lenders, pawn-brokers, private 
merchants and capitalists, banking institutions and the 
public authorities from their respective customers. The 
interest rates generally vary from 3 percent, to 7, 9, I2, 
25, 75 (one anna per month on every rupee borrowed) 
per cent. How such astounding differences oan be ac- 
counted for ? The reason for this variation is to be 
found in the fact that what a layman takes to be interest, 
is ‘gross interest’ as distinguished from ‘net interest.’ 
Gross interest, as we fiave explained, includes beside the 
payment for the use of capital, other charges of insurance 
against risk and expen.ses of management in respect of 
the loan advanced to the borrower. The ‘gross interest’ 
varies from industry to industry and from individual to 
individual due to the varying degrees of /isk and trouble 
of management and collection involved in an investment. 
Net interest tends to remain the same at a particular 
period of time. The rates of interest shall have a 
tendency to remain high so ' long as the security is wan- 
ting and the business morality is not fully developed. 
It is for this reason that in backward and uncivilized 
countries, where the means of subsistence are insufficient 
and the conditions of life end property unstable, the 
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rates of interest are generally higher than m the civilized 
ones 

Again, different rates of interest are found prevailing 
in different countries because of the immobility of capital 
to foreign countries Ihe distncimation of an investor 
to place his capital in foreign investments brings about 
wide differences in the local rates of interest The 
“disinclination of capital to emigrate" can be ascribed to 
the hesitation of investors who do not like to lend in 
foreign countries because they feel that the foreign 
administration may not befairaud sympathetic in respect 
of credit claims, etc Secondly, the apprehension of an 
international war which might lead to a suspension of 
interest payments, if not forfeiture of the entire invested 
capital, forbids lenders to send their supply of capital 
even if the rates are somewhat more remunerative These 
causes lu additiou to the causes already e:^amined above 
may operate to create differences in the rates of interest 
m different countries 

The Tendency of the Rate of Interest to Fall 

An intelligent study of the rate of interest and its 
exammatiOQ by the economists has shown them that there 
has been a noteworthy teudenoy, with the economic and 
social progress of society, for ibe rate of interest to 
decline In spite of the continuous demand for neiv 
capital for the expansion and maintenance of industrial 
equipment and commeroial requirement , in spite of our 
extended use of wealth m unproductive consumption for 
the satisfaction of comforts and luxuries in all their new 
varieties , and m spite of the periodio destruction of 
capita! supplies or the temporary stoppage m the course 
of accumulation in war time and other periods of disorder 
or natural calamity, wealth m all its various forms tends 
strongly and continually to increase This increase in 
wealth brings about an increased accumulation of capital 
itiT s nssvnV- chf flTi'ivni- mirrgnRri’ Aj' Ah? 

borrowers decreases and so also the rate of interest 

It has been maintained by a few economists that in 
the course of time there is every possibility of the rate of 
inteiest falling to zero la pure theory such a state is 



INTEREST 


511 


conceivable when the rate of interest with the ever-in- 
creasing supply of capital may continue to decline until 
it falls to zero. But the actual conditions of the industrial 
and business world pointus the inaccuracy and inexactitude 
of such a statement. Firstl57, when the rate of interest is 
zero the marginal savers, who are induced to save chiefly 
by the inducement or reward offered to them in the shape 
of interest, will spend their surplus income in the present 
gratification of their wants and those who will save will 
tend to hoard it or spend it more lavishly in the im- 
mediate pleasures of self-indulgence as a result of which 
the total supply of capital will be diminished and fall 
short, of the demand. Secondly, every investment does 
involve some risk, inconvenience and expense and, there- 
fore, interest must persist. As a matter of fact the 
entire structure of modern industrial organization is far 
more hazardous than it has ever been so. Thirdly, the 
destruction of wealth that usually takes place either 
through war, flood, conflagration or some other freak of 
nature requires to be repaired as a result of which fresh 
demand for capital is created. Again, an increase of popula- 
tion, new inventions involving expensive machinery, 
reclamation of new and waste lands, new modes of living 
are all continually creating the demand for capital to a 
considerable degree. All the above-mentioned factors 
prevent the rate of interest or the marginal productivity of 
capital from falling to zero and, therefore, there is no 
likelihood of the rate of interest ever falling to zero. 

Interest and Rent 

Interest is a payment for the use of capital ; rent is 
the income derived from the ownership of land and other 
free gifts of nature. As such both the incomes can be said 
to be accruing from ‘material aids’ to production. During 
short periods there is a great resemblance between interest 
and rent because in the short period the supply of capital 
goods, like the .supply of land, is inelastic and cannot be 
immediately increased in response to an increased demand 
for them. That is why the returns on capital goods 
whose supply is' limited, though for a temporary period, 
have been termed as quasi-rent — as if they were in the 
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nature of rent But in tlie loni; period the resembUnoe 
ceases to operate because, unlike tlie tiupply of laud, the 
bupply of capital goods can be increased positively to 
equate the enhanced demand for it It is this closer 
affinity between interest and rent which has led Prof 
Marshall to state that "rent, quasi reut and interest are 
three species of the same genus” 

Land is a free gift of nature its supply being inelastic 
capital 18 a product of human labour and can be increased 
considerably with a rise in demand for it In this res 
peot interest dilTera essentially from rent. The latter 
tends to rise witli the progress of society and the inorease 
of population while the former tends to fall under the 
same conditions Further, the rate of net interest lends 
to equality whereas rent differs considerably dae to the 
relative advantages of fertility or of situation or both 
possessed by a land over the least productive one Again, 
the amount of rent is determined by the existence of u0'< 
lent laud from which is measared upwards the surplus of 
produce of the lands bearing reut but in the case of oapi* 
tal we do not fmd any wo*mt«reai capital lor all portions 
of capital bear the same interest 'I lien, agam, rent does 
not enter into the price of agncniturai produce either ou 
the extensive margin or on the intensive margin, where- 
as interest dues so aud plays an importaut role m the cost 
of production 

In many cases land and capital are fonnd mingled to- 
gether and, therefore, the diaiiucuon between rent and 
interest is not very apparent and clearly discernible For 
example, tbe capital that bas been permanently invested 
in land for efieotiug improvements in its productivity be' 
comes ludistiiiguisbable from the nataral and permanent 
conditions of land and getsso assimilated toit thattheentire 
return is taken to be rent which, from the point of view 
of economic theory, consists of interest proper and rent 
Again, the rent of buildings is made up of two elements, 
VIZ , interest on capital invested in the construction, repairs 
aud renewal of the buildiogs and rent arising out of the 
use of laud upon which the bmlding is raised and any 
situational advantage possessed by that plot of laud 
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would tend to equalize all over the country, but when the 
rates of interest vary^from one place to another and from 
one industry to another it ifidicates that perfect mobility 
of capital is not possible within the range of practical 
life. 

Mobility of capital depends upon the form it assumes. 
Circulating capital is more mobile than fixed capital. 
Liquid capital, on a slight inducement of a higher rate 
of interest in some particular industry, can readily be 
invested. The holders of shares can sell away their 
shares and transfer them but it is otherwise with the 
fixed capital. Capital once sunken in buildings, tools, 
machinery, etc , peculiar to an industry cannot be transfer- 
red even if there were greater prospects of returns unless 
their full value has been realized. 

Security of investment or absence of risks from any 
loss is a necessary concomitant of mobility of capital. 
Most of the investors prefer a safe investment of their 
capital at a lower rate of interest and abstain from 
hazardous and uncertain businesses with prospects of a 
higher rate of interest. Again, it depends upon the in-- 
dustrial and commercial progress achieved by a country. 
In an agricultural country, the movement of capital is 
not so rapid as it is found in an industrialized country, 
because of the large requirements of capital for the 
various productive concerns. The rapid means of com- 
munication such as telephone, telegraph and radio, the 
banking institutions, and the share of stock markets 
are further important agencies that tend to promote 
the mobility of capital. Lastly, the political stability 
and peaceful atmosphere of the country is greatly 
conducive to an easy flow of capital from one part of 
the country to another for purposes of productive em- 
ployment. 

Mobility and Supply of Capital as found in India. It 
is an admitted fact that without an adequate supply of 
capital and its free flow into productive channels no 
country can aspire to achieve industrial and commerical 
development and economic salvation. The modern proces- 
ses of production require a colossal fund of capital which, 
in the absence of a proper- feeding, would starve, decay 
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is becoming more mobile as is represented by an increase 
in the nnmber of banks with their increasing deposits, 
but it has flown into well-tried and well- beaten channels 
ouly, sg., cotton, leather, silk, paper, sugar, flour-iuilling, 
cotton ginning and paddy-husking industries, where it 
Las sometimes even resulted in over-investment. Security 
of investment is an essential condition in the mohihzatiou 
of capital resources specially for those who are pas-;ing 
through a transitional stage of modern banking and in- 
dustrial economy. The recent investments made in iron 
works, Cement concerns, cigarette fa-torie.s, hj^dm-e'ectric 
installations, and, above all, sugar mills in the United 
Provinces, just after the protection granted by the 
Government, bear a strong testimony to the fact that In- 
dian capital is no longer shy and timid. The ready 
response of the investing public to the Government rupee 
loans floated now and then, the huste deposits and cash 
certificates of the postal savitigs banks, the inci easing 
business of Life Insurance Companies, the share.s issued 
bj' the Reserve Bauk of India, amply prove the validity 
of the aforesaid statement. Many of the b'g industrial 
euterjirises and commercial concerns are now financed 
by Indian capital and it is expected that with increasing 
facilities of banking specially of industrial finance, much 
of the potential capital that now lies deep bnri“il un- 
productively will come out for industrial, agricultural and 
commercial developments. 

Our Need 

Banking facilities are thoroughly inadequate for tap- 
ping the entire resources of the country and for mobilizing 
them into capital resources for her industrial development. 
There are numerous urban places of considerable com- 
mercial importance which are not served by any banking 
agency •, while rural areas arc lota'lly bankrupt of banking 
facilitie-s, and cultivators know not the name of invest- 
ment. In order to mobilize the meagre .savings of the 
cultivators, landowners and petty trader.®, the establish- 
ment of co-operative institutions and postal savings banks 
at an early dale seems to be au urgent need of the rural 
areas. 
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Industrial banking facilities of a specialized cbaracter, 
as found in the Western countries or in Japan, are 
conspicuous by their absence iii India In our country, 
capital for industrial development is not easily forth* 
coming from the public This immobility of capital is due 
to a variety of causes Firstly, there is no recognized 
method m India by which the general public can obtain 
information, advice or assistance as regards itidu«trial iti* 
vestments Secondly, the failure or lack of success of 
many of the industries started in India has shaken the 
confidence of the public iii industrial investments to a 
certain extent Lastly, the fiscal policy of the Govern- 
ment which does not guarantee protection against foreign 
oompeiition seems to be a poweiful check to the free 
flow of capital to new and le«3 popular channels of 
pioduotioii In view of these drawbacks and defioteuciea 
found associated with the industrial finance in India, the 
Central Hanking Inquiry Committee have recommended 
tlie establialinieut of a "Provuioial Industrial Corpora- 
tion” for every province, with branches, if necessary, 
and with capital initially or permanently supplied by the 
Provincial Governments Their establishment in the 
various provinces is anxiously awaited 



CHAPTER XXY 

EURAL INDEBTEDNESS IN INDIA 

It is necessary to inquire into the causes of rural in- 
debtedness 'which proves a great stumbling-block in every 
scheme of rural reconstruction. The condition of the 
Indian cultivators is at once miserable. Their poverty 
is' appalling, their indebtedness is inextricable, and their 
income is ridiculously insignificant. Writing about the 
indebtedness of the cultivators, the Royal Agricultural 
Commission stated : “No one, we trust, desires to witness 
a continuation of a system under which people are born 
in debt, live in debt and die in debt, passing on their 
burden to those who folio 5V. That there are large 
numbers of hopelessly insolvent debtors in rural areas is 
generally admitted and we cannot regard it as making 
for health in the body politic that they should be allowed 
to remain without hope and without help.” Various 
estimates that have been made to find out the extent of 
the agrarian indebtedness go to show that the problem 
has assumed alarming dimensions. Recently the Pro- 
vincial Banking Inquiry Committees have estimated the 
rural indebtedness amounting to over Es. 900 orores and 
the worst feature of it is that it has been distinctly on 
the increase. It is sa'id that 66 to 78 per cent, of the 
cultivators are involved in debt and most of it is secured 
by mortgage of land. 

Causes of Rural Indebtedness 

So many factors have combined to bring about this 
important problem of rural indebtedness that it becomes 
difficult to separate the cause from the effect. Controversy 
may arise whether or not a certain factor is the cause or 
the effect of rural indebtedness. Nevertheless, a brief 
attempt will be made in the following pages to point out 
the few important causes which have conspired to bring 
this dire situation before our country. 
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(t) 0 IP of (lie primary rea«.oi!s of tlie clirotuo in- 

dibit ilti^-ss i'2 to bi. loin d 111 tbe tact lliat hsi iculiure as a 
pr Ip-ssioii ha^ opaspd to be n payn'R one I'l the coutitry 
rvliore about 7 d per cent of flie poptilatioii depei d directly 
upon it Oiviti" to tlie heavy auiitial interest cliArges, tlie 
exees'ive pres-^ure of tlie population oti land, re-'Ultni^ m 
miimre snb>Jivisioti, and iiiieconomic fiH{;ii]etitatton of 
boldines, the loss of industrial and aabsidiary occiiuations 
due to a larye it flux of cheap macliiiie-iiiHde goods from 
abroad, tbe loss resiihing from uiiorgHiiizpd mtrkeliog of 
the ngiunliural pridncta, the cultivator is not iiiaLtngany 
pr fits fro n his laii ) IIo is engaged in agriculture not 
for a net return but for t>ubsisteiice and because hecuiiiiot 
find prufitiiblo iniestuieut of bis lab mr elsewhere llie 
pro lucttoii Iroui laud IS not etiough to satisfy lii» needs 
wliitl) foice 1 tin to fall in dibt from which extrication 
heooQies dilfioult in spite of his patient and hard tod 
oil fields and the most fiugal of living 

(ft 2 'Ae rrrx^cuitfy o/Aaiifsls 'J’he country is subject 
to ftequeiit fiiituns of rain^ anil the le^ultBllt fatunifS 
Agriculture is a gamble in ram In ever} hve jears, it 
IS estimated there is one good year, one bad }ear and 
three indiifereiit 3 ears from the point of view of ram* 
fall Occk-iodhI ravages of famines with all their 
sevenrj cause endless miseries to millions anti break the 
backbone of tlie pev antry, and the cultivator, liftving iio 
reserve to fall back upon in times of dutie'i, easily falls 
into the cltifchev of a inone}*lender Failures ol hurvest, 
due to drought or floods, conflagratiou, the nnconlrohahle 
swarms of locusts hail or storm, force even the thrifty 
to fall into hands of a money lender 

(m) J/ie loss of caWe du« to fnmtoe and disease 
Osviug to frequent failures of the Myii«oou'> resulting 111 a 
scucuy of fodder anil wnler, many ciltle die of starvation 
The wiuiden lo''*< of cattio duo to di'ioi is Idee rinderpest 
affecis the cultivator adversely and ncce'-saiily sends him 
to the money-lender, in the ab'-eiioo of any cattle insurauce 
scheme from which he mvy recoup his losses 

(tv) The excessive hUqalmn Di-^putes about land and 
money dealing-' and other petty points aie a potent cause 
pf the rum of the cultivators 'J he mnltiphealion of 
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pleaders, as a result of the extinction of tbe village 
Panchayats, has orenied a situation altogo her difforeut. 
The old village liarmony and co-opet alive instinct is 
superseded by feud and factiousness. The effect of heavy 
expenditure and time upon the slender purse of the 
cultivator for purchasing justice in the Courts of Law can 
easily be imagined. 

(u) The money-lender and the. provision of credit. Agri- 
culture requires credit all the world over, to which India 
is no exception; the agriculturists realize their income 
only at harvest times while the expenditure is distributf^d 
over all the twel vemonth.s. In rural areas, there are no 
banking facilities to finance agricultnri.sts for carrying 
on their farming operations, as are to be obtained in the 
cities The provision of credit for the poor agriculturists, 
under the present stage of rural credit organiz ition, is made 
by the village mahajan who b}' taking advantage of the 
tenant’s rank ignorance and dire necessity oharge.s un- 
scrupulously’ high rates of interest. A well-lcuown authurin 
pointing out the evil efiect of usury states : It is usury — “the 
rankest, most extortionate, most mercile.ss u-ury — whi/jh 
eats the marrow out of the bones of the ryot and 
condemns him to a life of penury and slavery, in which 
not only is economic production hopeless, but in wliich 
also energy and will become paralysed and man sinks 
down beaten into a state of re.signed fatalism from which 
hope is shut out and in which life drugs on wearily and 
unprofitably as if with no object in view.” In the 
absence of any other better system of credit organization, 
the village money-lender plays a useful part in the rural 
economy but the price exacted for the services rendered 
to the cultivator is too extortionate and his rap.acious 
habits to defraud and inveigle him into his vicious net 
by d ivesting him of his property are too questionable. 

(vi) I'he extravagance of the cvUivator. Apparently, it 
seems a big contradiction to stigma'ize the ludiau 
cultivator as extravagant in his expenditure; he works 
under semi-starvation and goe.s half-nake<l. In spite of 
his being a most frugal and abstemious sort of man, 
sometimes at the call of some religious or social ceremony' 
sanctioned by custom and tradition, he is apt to carry 
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cultivator, in the absence of any reserve at the time of a 
famine, is forced to borrow to pay off the Government 
demands. 

Remedial Measures of the Government 

The Government of India realized the gravitj^ of the 
situation in the early seventies of the last century and since 
then several measures have been enacted with a view to 
ameliorate the deplorable lot of the debt-ridden peasantry. 
The Land Improvement Loans Act and the Agricultural 
Loans Act, the former to enable cultivators to obtain 
loans from the Government at a low rate of interest for 
productive purposes such as purchase of improved 
agricultural appliances and improvement of land, and the 
latter for current agricultural purposes such as the 
purchase of seed, cattle, etc., for areas affected by famine, 
were passed in 1883 and J884, whereby Government 
advanced taqavi loans to the cultivators on the security 
of their land to be repaid in easy instalments. But owing 
to so many rigidities and formalities, these taqavi 
loans could not become popular with the agriculturists. 
The Land Alienation Act of the Punjab was passed in 
1900, with a view to restrict the land transfers and to 
protect the lands of the cultivating classes from passing 
into the hands of the non-agrioultural classes. But fresh 
difficulties arose for a new class of money-lenders amongst 
the agriculturists sprang up and the problem remained 
where it was. Various other measures were enacted to 
cope with the monstrous indebtedness but none could 
mitigate the real hardships of the poverty-stricken 
cultivators. The U.P. Government has passed many Acts, 
e.g.. The Agriculturists’ Relief Act, The Encumbered 
Estates Act, The Usurious Loans Act of 1934 with a view 
to make provision for the relief of the agriculturists from 
indebtedness but we have to wait and see their results. 

The Government of Madras deputed Sir Frederick 
Nicholson to Europe to inquire into and report on the 
possibilities of introducing in the Itladras Presidency a 
system of agricultural or other lajid banks. In his famous 
Report published in 1895-97 he pleaded strongly for the 
introduction of Co-operative Credit Societies in India. 
Nicholson summed up his conclusions in tw'O notable 
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As all the co-operative societies in India Lave been 
based either upon the Eaiffeisen or tlie Se-hnlze-DeJitZ'ch 
types of societies, it is necessary to understand the main 
features of -each of them. 

The chief features of the Raiffeisen Societies are the 
following : — (z' limitation of area so as to secure mutual 
personal knowledge on the part of members ; {ii) shares, 
if any, of very small value so as to prevent dividend- 
hunting and to enable even the poorest persons to become 
members; nn> peimanent indivisible reserve fund; iv) 
unlimited liability' of all members for ail debts of their 
society in order to ensure belter credit and mutual super- 
•vi.sion ; hs) loans only for productive purposes, and to 
members aUme ; Ivi) credit for relatively Jong peiiods 
willi facilities for repay'ment by instalments ; ivii) the de- 
termination every' year, by the members of each society'', 
at a general meeting, of the maximum credit that may be 
held by the individual memlters at any time as well as of 
the loans that may be taken by the society ; Iviiit absence 
of profit-seeking; dividends, if any', being usually limited; 
{iX} office holders, not paid for their services and expen- 
diture is kept as low as possible ; {x- piovisiou is made 
for purchasing of agricultural requi.sites for sale and hire 
to members ; txi) promotion of the moral as well as the 
social advancement of the members. 

'J’he chief features of the Schulze-Delitz'scli Bank are ; 
(i) wider area of ofieration ; {ii) the shares are liigb in 
value but the amount is payable by .small instalments 
which serve the objVct of compulsory saving ; (iiii there 
is no indivisible reserve though there is the usual reserve 
built by carrying a portion of the annual profit to the 
extent of say 20 per cent.; (ivi limited liability; (v) short- 
term credit ; (vi) high-dividend, there being no limitation 
on the rate ; {vii) paid administration to secure efficiency; 
(viiij there is no personal relationship and mutual touch 
among the member.^ ; and (ix) .«pecial emphasis is laid ou 
the business aspect of the society rather than ou the 
moral one. 

/• 

Rural and Urban Societies 

, jh 1904 provision was made for the starting of only 
two types of credit societies, viz,, ‘rural’ and ‘urban'’ and 
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each othei’s debts is unlimited. Wherever there is a 
deficit in the engagement of a society to its creditors, this 
deficit should, after full payment of shares (if any/, be 
recoverable by a series of ptr capita levies upon the mem- 
bers up to the full extent of their property while direct 
proceedings by a creditor against individual members 
being forbidden. Tiie prineii»ie of unlimited liability 
exercises a healthy influence by stimulating a constant 
watch over one another’s afiair.<, and secondly, it impro- 
ves the credit of the society which can obtain loans at 
cheaper rates of interest by inspiring eonfidenee amongst 
its outside creditors. 

[iii) Management. It is democratic and honorary. 
Each member irrespective of tile number of shares or office 
held in the societ}' has one vote. The management of the ’ 
society is entrusted to two bodies : {a} General Committee 
consisting of all the members, and [b) Managing Com- 
mittee or Pancbayat consisting of five to seven members 
elected bj" the General Committee at its annual sitting. 
The management is gratuitous although the seoretary is a 
paid one sometimes. 

(in) Membership, It is open to all those who are of a 
good and sound character. The admission of members in- 
to the society rests in the hands of the Jlauaging Com- 
mittee. Special care as to the honesty and industry of 
the new members is needed for societies liaving dishonest 
and irresponsible members eventually come to a sorry end. 

(u) Funds of the societies. The funds of the society are 
raised from entrance fees, share capital, if any, deposits 
from members or non-members and other borrowings from 
Central Banks. Occasionally, the State also grants loans. 
The reserves built by societies, in couise of time, also 
swell their funds and reduce their dependence on outside 
financing agencies. The extent of external capital whether 
in the shape of deposits or loans, is governed by the 
limitations placed by the bye-laws, and can only be raised 
by the vote of the (leneral Committee. 

{vi) Purpose and peiiod of the loans. Loans are pro- 
vided to members only for three objr^cts — productive pur- 
poses, non-productive purposes, and redemption of past 
debts. Loans for current agricultural purposes such as 
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members of the co-operative societies have been of 
inestimable value. We are told that as a result of co- 
operation '‘the idle man becomes indu.>-ti ions, the spend- 
thrift thrifl 3 ^ druukaid reforms hi.s waj^s and becomes 
sober, the hunter of taverns forsakes the inn, the iiiiterate, 
though a grandfather reads and %vnit-s.” 

Economic hcW'fits. The primary purpose of co- 
operation is economic, and the benefits vrhich it has 
conferred are mainly, though not exclusively, economic. 
The agricniturists of India are now saving more than a 
crore of rupees a year, due to the lowering of the rate of 
interest which is not an inconsiderable achievement of 
the Co-operative Credit Societies iloreover, mone}' that 
had lain* idle and capital that whs hitherto inaccessible 
and which would have gone into unproductive channels, 
have come into the hands of the agriculturists for the 
Improvement of agriculture and the removal of indebted- 
ness. Besides, the societies have encouraged the virtue 
jof thrift, checked the extravagance and freed the agri- 
culturists from the dangerously facile credit of the 
jnoiiey-lenders. Co-operation has greatly facilitated the 
work of the Agricultural Department in popularising, 
through societies, improved seed and cattle, cheap and 
better manures, efficient improved implements and, in 
genera], helping the realization of the ideal of ‘better 
farming, belter business and better living.' 

Moral rffecls. Ttie enforcement of thrift is of course 
the chief mural result of the co-operative credit societies. 
Persons with loose ways of living and such delinqu'^uoies 
.are debarred from the membership of the societies; the 
-only way to purchase the membership is to improve one’s 
morals. Litigation has markedly decreased in some 
quarters and di.-putes are now settled by arbitnitiun. 
‘Wliere co-operalion rules litigation and extravagance, 
-drunkenness and gambling are at a di.sonunt’ The 
-societies have improved the character and general tone 
of morality and promoted the development of a feeling 
ol ‘ail for each atid enoli for all.’ 

Educative effects. Education follows in the wake of 
'co-operation. The co-operative movement has quickened 
the intelligence of the ryots and awakened their power 
,f. 3i • ■ - ' 
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Co-operation amongst ordinary members in a society is 
altogether absent. Little interest is manifested by the 
members in the working of tlieir society ; they take it to 
be a more cheap credit agency engineered by the Govern- 
ment officials. Few of the members truly realize that 
the success and strength of their society depend-s on the 
honesty, fair-dealing, self-help and mutual trust of their 
colleagues. 

{ii- Illiteracy. It is a great canker in the progress of 
the co-operative movement in India ; its corroding effects 
are felt in every branch of the co-operative activit}’ ; 
unpunctuality of payments ; fictitious payments ; large 
appropriation of money by the office-holders ; mismanage- 
ment and favouritism are some of the resultant evils of 
this drawback. 

{Hi) Absentee of thrift. The value of thrift is not yet 
realized by the people ; it is the basis of co-operation. 
Co-operation and thrift go hand in hand. As a result of 
the improvident habits of the people, many beneficial 
effects of co-operation are completely neutralized. 

(iv) Defective audit. It leads to irresponsibility and 
bad management. The Central Banking Inquiry Com- 
mittee remarked, “Audit, supervision and inspection of 
societies which are closely allied functions are now vested 
in two and sometimes in three different agencies, result- 
ing in much overlapping of work and waste of effort 
and money. After a full consideration of these points, 
and of the efficiency of auditing system in European 
countries like Germany and Austria, we recommend 
that for the due di.scharge of the statutory functions 
of audit special district unions should be formed to 
carry out audit, supervision and inspection of the 
societies.” 

(u) High rates of interest. In spite of all the facilities 
and privileges granted by the Government, the rates of 
interest chargeii by the co-operative societies are still 
high. The result is that many cultivators do not care to 
join the society because thej' can get money at a cheaper 
rate of interest elsewhere and at the same time manage 
to keep their money transactions in secrecy, a state in 
yfliich everybody would like to live, 
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The Nature of Profits 

Having understood how the share of landlords, wage- 
earners and capitalists is determined, let us now proceed 
to inquire respecting the share of the entrepreneur who, 
besides assuming the responsibility of establishing, or- 
ganizing and conducting a business enterprise, also 
undertakes the responsibility of risk incidental to the 
enterprise. In a restricted sense, as understood by 
economists, profits c migisLof, the, xetpuneration fo r t he 
-highly valuatile services of the entrepreneur and com- 
i^peusation for the risk undertaken by him. 

Profits must be distinguished from the income of or- 
ganization which is commonly relegated in a joint-stock y 
company to the salaried maoageis amT organizers who 
are quite i namuue fro m any risk of the enterprise. In au >/ 
industry, the entrepretieur engages tlie services of land^ 
holders, capitalists, wage-earuers and organizers, and 
pays them stipulated sum.s of rent, interest, wages and 
salaries respectively, even though his business runs into a 
financial crisis Before the actual production, he enters 
.into a contract with the various agents of production, 
he pays them slightly less than, their prospective produc- 
tivity because firstly, he cann )t make a correct esriinate 
‘of the productivity of each factor because market coiidi- 
lioiis are so unstable and cbanging, and secondly, he 
stipulates to pay their lemuneratioii long before the 
acmal realiz-itiou of the m<«ney from ihe sale of the eom- 
moditips produced by thpm. The re.s'due, left after (be 
payment of the .stipulated sums to the factors he hns 
"hired in the production j)f his wealth, is the rewanl of 
his enterprise, known as proyjfs Profits thus appear as 
a residual income, but aco.<nlii>g to Carver this does not 
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■which is possessed by entrepreneurs in varying degrees 
and which in its highest forms is specially scarce. He 
regarded profits as being of the same genus as economic 
rent, and showed that the rate of profit was determined in 
much the same way as the rent of laud. He maintained 
that profits are due to exceptional abilities or exceptional 
opportunities of the entrepreneur. Just as rent is due to 
superior fertilitj* or situation, and just as there are various 
graded qualities of land, similarly there are varying deg- 
rees of ablility till at the margin we find those unfortunate 
employees who earn only a bare subsistence and whose 
profits amount to nothing and thus, profits are a true rent 
of ability. 

But the modern economists do not agree with these 
conclusions of his theory, and argue that an em ploye r 
will have no inducement to remain in busin ess, unless he 
is ea rning^TTeast a c erta in minimum rate of profits which 
is the normal rate, in. that industry. If the' employer does 
noTmahe any profit for the services of his entrepreneurial 
ability, he will go out of the market and become a v age- 
earner. Clearly, employers possessing rare ability receive 
high profits ; but even at the other end of the scale, firms 
working under the most disadvantageous conditions must 
pay a reasonable rate of profits to the employers. But 
the price of the produce is regulated by the representative 
or average firm. On either side of the representative firm, 
there will be some firms which are highly efficient and 
others exceptionally inefficient, but it is asserted that 
prices will tend to adjust themselves to the expenses of 
the representative employer and not to the expenses of 
the most inefficient employer. In the short period mar- 
ket, it is just possible that the marginal entrepreneur may 
not be making any profit but he struggles into business 
and in the long period market, he must receive a normal 
rate of profit it he is to continue his productive activities 
in that industry. 


>^The Tendency of Profits to Fall 

^ Like interest, the rate of profits too, tends continually 
to fall with the march of economic progress. Pure profits 


which are a result of the differential advantages enjoyed 
by the superior entrepreneurs are always tending to dis- 
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2. Monopoly gains. Further, in computing net pro- 
fits of an employer, all gains which are due, not to the 
superior efficiency of the employer, but to non-personal 
causes must be deducted Monopoly gains may be cited 
as an example of such extra gains. An employer may 
have the advantage of a monopoly power which may en- 
able him to reap high monopolistic gains, over and above 
'his ordinary profits. Such gains cannot be classed as net 
profits as they are not attributed to his personal efficiency. 

3. CanjunctiO'al gains or chance profits, resulting from 
a favouiable conjuncture of ciieumstances whi h could 
not have been foreseen, are secured by the enterprisers. 
These chance gains or windfalls are the result, not of any 
special foresight or efficiency of the entrepreneur, but a 
matter of chance. 

4. Gains due to .mperior ability and risk undertaking. 
The balance of gross profit which is lelt after deducting 
the various items mentioned above maj' be regarded as; 
pure or net profiis. They are due to superior enterprise 
and bargaining ability of the entrepreneur. The respon- 
sibility of risk falls on the shoulders of the entrepreneur 
•and his income representing the reward of risk-tak'ng 
constitutes his net profit. Another element of the entre- 
preneur’s profits lies in his gains of bargaining capacity. 
-‘‘Skilful bargaining swell.*' the entrepreneur’s j'rofit-s, 
firstly, by increasing the prices he gets for things, and 
secondly by decreasing his expenses of production.” 
.However, entrepreneurs whose services are needed by 
society differ in remarkable degrees concerning their or- 
-ganizing ability and skiil in bargaining, and they range 

from the marginal entrepreneurs who can just manage to 

■ earn minimum profit.®, to those rarely-gifted persons who, 
-in common phrase, seem to turn everything they touch 
.into gold, and w'ho are a.s resolute in faiiure.® as steady in 

■ successes. “Pure or net profit is, therefore a purely 
-personal differential gain which accrues to the entrejne- 

neur by reason of his enterprise and organizing ability, 
and. the, amount of tliat profit is determined by the extent 
to. which the abilities of the entrepreneur surpass those 
of the marginal class of employers.” A tiiagramuinlic 
representation of gro.ss profiis into their comijoueut parts 
is given on the next page. 



Profits 


539 


annum, and the first turns over its capital 4 times in the 
year and the oiher only once, the profits on the turnover 
must be 12 per cent., in the latter case, and only about 
3 per cent, in the former.” Thus we find that the average 
net profits in two businesses on the capital invested are 
12 per cent, yet if we take into account the rate of 
profits on the turnover, it is 12 per cent, in one, and 
3 per cent, in the other. Those businesses in which rapid 
turnover of capital is possible the rate of profits per turn- 
over is small but the average net profits, in view of the 
several number of turnovers, is not lower than those 
businesses in which the turnover of capital is slow and 
the rate of profits per turnover is large. 

Although there is no general tendency of profits on 
the turnover to equality, theie is in each trade and 
in every branch of each trade, a more or less definite rate 
of profits on the turnover which is regarded as a ‘fair’ or 
normal rate. t 
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BUSINESS OPPORTUNITIES IN INDIA 

In this chapter, we propose to deal with the business 
opportunities that are at present avaitable for increasing 
the total productivity and piosperity of India Lainl, 
labour, capital and organization are the factors of pruduc* 
tioi) and the national prosperity ilepetids in a country 
upon their availability and the nbiiiiy to utilize them fur 
pKiduoti\e purposes India is one of the largest ccutitriea 
both from tlie point of area and population iii the world 
She IS abuii lantly rich in her naloral gift« which not only 
provide n-) wUb large supplies of food-'iuffs but also give 
us all sorts of raw materials upon whn h is ultimately 
based the development of our maniilaciuring industries 
JndiA possesses also an inezhnusttble eufiply of cheap 
labour and although the proporiiun of our uubkilled to 
shilled labourers is very large, this much is oeriaiii 
tliut witli iiicrea''ed facilmes of general and technical 
education, impioved organtzaiion a< tj better provisuiii of 
neoes aries of life, tlie Indiaii labourer will be in no way 
nifenur to any of liw oompeira in any part of the world 
1 be great intellectual and constructive abilities of Indians, 
cannot bo denied by any observer who has got the slight- 
est acquiiintance with the conditions prevailing in India 
Af> far as capital is conceiiied, India dies not, owing to 
her general p werty, p^»ese^s the necessary amount of 
capital lor ex) luitiiig her ntmiral resonto*'S to the fullest 
exioiil Bui It IS e^tiraoted ai d, rightly too, that with 
inipnied and MiHable banking facilities ami a better 
u’llizition of capital resources, adequate amounts of 
capital will be fu; thcoming Irpm her own people for the 
industrial dp\ekn.mfiit of ihe countty 'I lie aminitof 
pntential capital at imr disposal is enornn lis Hnt in 
spue of all ihese vaj,t natural leaourcet', plentiful supply 
540 
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^conspicuous by its absence in India. Mere reading or 
writing or committing to memor3T scriptural books does 
not solve the problem of India’s industrial inefficiency. 
.Industrial, technical or commercial education is sadly 
lacking in India. It is on account of this industrial in- 
efficiency arising from the want of general and technical 
education that our natural and capital resources are not 
exploited productivelj- and economically. 

Unemploj’ment as also under-employment is an alarm- 
ing cause of the enormous wastage of India’s man- 
power, more particularly at the present time when it has 
shown a tremendous increase due to depression in trade 
and slump in industry and agriculture. In the agricultural 
industry, agriculturists have to pass several months in 
comnulsory inactivity owing to the seasonal work and the 
lack of other subsidiary occupations. Such periods of in- 
activity in the absence of other gainful occupations are, 
in the majority of oases, spent m idleness or frittered 
away sometimes in unecoijomic activities or vicious habits. 
The artisans fare no better ; they also sufier from under- 
employment in so far as they cannot find a remunerative 
engagement of their labour throughout the year. Regard- 
ing the industrial labour in organized industry, it may be 
said that a great amount of waste is brought about due 
'to the migratory character and widespread habit of 
abseuteeism of ludiau labourers. 

Coming to the important question of unemployment 
among the middle classes, the manifestations of waste are 
.visible in more than oneway. Unemployment among 
■ the educated middle classes is rapidly assuming alarming 
proportion in the absence of any effective remedy. Every 
year a large number of matriculates and graduates of all 
description are being manufactured by Boards and Uni- 
versities with natural consequence of a slump in the 
market where everyone 'educated hunts for service while 
new avenues of employment are almost blocked up. They 
are driven, for no fault of their own, from pillar to post 
either to be perished in .semi-starvation or to join the 
humiliating ranks of employment where the remunera- 
tion cau hardly be said to be commensurate with the 
money, energy and time they expended in their education. 
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is sure to continue unless people realize completely that 
it is more convenient and profitable to invest their 
savings in productive concerns rather than burj-ing them 
-unproductively in iron safes or at the back of a brick in 
a wall. 

In the above paragraphs, we have attempted to present 
a sketchy idea of the enormous wastage of natural, hu- 
man and capital resources that is taking place in India. 
One of the most important causes of India's poverty and 
her industrial backwardness lies in the fact that fur one 
reason or another we have failed to avail ourselves of 
the colossal opportunities offered bj' the natural resources 
of this country. They have proved themselves incapable 
in making due provisions for the utilization and conserva- 
tion of their natural and human resources, and in the 
transformation of their social savings into social capital 
for the economic and imiinstrial development of the 
country. In short, the two important factors of ecouoru}’ 
■and efficiency which count so much in industrial progress 
are conspicuous by their absence in India. The example 
of industrial countries must prove an eye-opener to India 
as the former ones have economize! tlieir resources, 
utilized them efficiently and grown rich ; whereas, we 
have wasted our resources, handled them inefticiently 
and grown poorer. The solution of Indian poverty i.s, 
however, by no means an easy task. It is not an in- 
dividual's work 5 it requires the co-operatiovi of the varied 
forces of the entire country and chiefly the financial and 
organizing resources and abilities of the capitalists, in- 
dustrialists, bankers, expert businessmen and entrepre- 
neurs. The necessity of Governmental guidance, direc- 
tion and control in launching a constructive programme 
of economic development in all its various phases seems 
all the more imperative in a country like ours which is 
inhabited by illiterate, poor and unambitious people. 
With a more sympathetic, enihusiasbic and fostering 
policy of the Government, a greater awakening atlenda'nt 
upon right propaganda and education of the Indian mas- 
ses and the creation of a more favourable atmosphere for 
the industrial development of the country, this colossal 
waste which is now going on unchecked can be arrested 
35 • • - . ....... 
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_and a false notion of dignity, it has failed i-n modern 
times to attract men of the right type. The entire 
^agricultural industry is manned by ignorant, poor and 
,couservative agriculturists who sehlom care to move with 
.the march of time. The need of the hour is to awaken 
them out of their age-long torpor bj' constant propaganda, 
general and technical education pertaining to their profes- 
sion, demonstration and di'-courses in order to make them 
,;familiar with the achievements of the agricultural science. 
-Certainly, the problem is not so easy as it is often sup- 
tposed to be ; many difficulties of a most acute character 
would arise in the course of disentangling intricate situa- 
tions that have, in the absence of any effective remedy, 
gained constant strength with the passage of time, but 
^it is expected that with greater awakening of the mas.sea 
.and the national outlook on the part of the Government, 
much of the present deplorable situation would come to 
an end. The poverty of the agriculturists is quite an 
obvious fact ; it is one of the greatest impedimeuts iii the 
'way of an agricultural improvement. Any improvement 
; which brings more profits to the cultivator will surely 
win his confidence, and will make the execution of the 
works of agricultural improvements much easier. , 

a It is for the increase in his profits that our efforts 
should be solely directed. At the present time, in view 
of the peculiar drawbacks, the Indian cultivator carries 
on extensive cultivation with the result that the average 
yield from land is low. In every other country of note, 
agriculture is carried on intensively and every effort is 
directed towards eliminating any sort of waste. Therefore, 
intensive methods of cultivation sliould be resorted to by 
J),he cultivators. This system involves au expenditure on 
.permanent improvements like irrigation works, good 
^manuring, more up-to-date methods of cultivation, better 
varieties of seed.s, and a wiser system of rotation of crops. 
-For enterprising men, equipped with requisite technical 
'knowledge of farming operations and provided with 
• sufficient capital to finance the introduction of improved 
implements which economize labour and time, there lies 
a vast opportunity in this direction which has hitherto 
..been neglected by real and competent businessmen. "With 
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lenders and shrewd middlemen. These societies will 
purchase all the produce from the member-cultivators, 
stock it after grading it into different varieties, will make 
arrangements for its sale directly with some big dealers 
by avoiding stiiotly all the long chain of middlemen, and 
thus make an extra profit for the amelioration of those 
whose lot we wish to see improved. 

Fruits and Vegetables 

The view that people in the country should be en- 
couraged to consume and produce mere fruits and green 
vegetables, was expressed by the National Planning Com- 
mittee. It expressed the opinion that the present produc- 
tion and consumption of these things in India was very 
low and infrequent, which affected the health of the 
people cojisiderably. It was, therefore, necessary to 
increase their consumption as part of the regular diet 
to such a degree as may be deemed adequate by nutrition 
experts. 

' To achieve this object besides encouraging cultivation 
of fruits, the fruit grower should be protected by a levy 
of duty on imported fruits, that sufficient areas of land 
should be set apart for their cultivation and cold storage 
facilities be provided. 

A Survey and Scope of luduttrialization 

- It seems advisable to give some general impressions 
regarding the present state of Indian industries and see 
how far a rapid and intensive development in the manu- 
facturing industries can bring about a permanent 
economic relief to India. That the present industrial 
structure of India is based on very shaky foundations 
cannot be denied by even a casual observer. Although 
we have in our country the elements of almost every type 
of industry, it shauld be pointed out that the develop- 
ment of two types of ‘basic’ or ‘key’ industries — chemical 
and engineering— has been sadly neglected in India. 
That our sole dependence for the supply of machinerj-, 
chemical products and other accessories on the foreign 
industries, in the absence of metallurgical and chemical 
industries in India, is a clear indication of the weakness 
of our industrial organization. In fact, the very basis of 
Indian industrialization stands on miscalculated principles 
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sion of 1880, when the pressure of population on land 
was not so acute, urged the necessity ot opening up other 
avenues of industrial occupation in order to transfer a 
portion of agricultural population to other pursuits. The 
establishment of manufacturing industries will not only 
attract a largo section of the agricultural population but- 
also relieve to a considerable extent the problem of 
unemployment among the educated classes which has 
assumed alarming dimensions at the present day. With 
the encouraging policy of the Government in respect of 
India’s industrial development thus, creating an atmos- 
phere of confidence in the minds of capitalists about the 
security of their resources and profits, competent or- 
ganisers will emerge out to place Indian industry on a 
much sounder footing. As H. Calvert in ‘Wealth and 
Welfare of the Punjab’ remarks “the best training for 
the future manager is to be acquired in the mill and 
amongst the men he is to manage The art is picked up 
in the atmosphere of industry.” India possesses, without 
any doubt, great facilities in marketing and does not 
stand in need of other markets, at least for a brief space.* 
Every year manufactured articles worth many crores of 
rupees are being imported from foreign countries, the raw 
materials ot which exist in considerable quantities in our 
country. It may be repeated »hat all the essenttal condi- 
tions favourable for the industrial expansion of a country 
exist in India to a remarkable degree and there is no 
reason why with the help and patronage of the Govern- 
ment coupled with a real patronage from the Indian, 
people the national industries should not flourhh and 
succeed in relieving the over-crowded pressure upon laud, 
and in improving the general economic condition of the 
entire population of India. 

Let us now examine a few typical industries and see 
how far natural resources of India can be Utilized with 
Indian labour and capital for the benefit of our country- 
men. 

Textile laduatries 

The cotton industry is largely financed and managed 
by Indians but still there exists a vast opportunity lor 
further enterprise. It is the premier industry of India 
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and stands next to a^nonttare in jinpnrlaitce At present 
nearly iwo-tliirds of the total bouie demand is met by the 
indigenous bandloom ludnstrj and Indian mills while 
cotton goods imported from abroad supply one-third of 
the total demand of the people Thus in order to stop 
these huge imports of cotlou goods which come to about 
sixty crores of rupees under normal couditious, a vast 
scope 13 available to the capitalists and entrepreneurs for 
uudertakiiig new cotton manufactures or improving the 
old ones With the development of cotton manufactures 
wiihni the country and the utilization of raw cotton 
which IS now exported to foreign countries only to 6iid 
Its way back to us in the form of finished articles, we 
would be relieved of the foreign supplies. Industrial 
combination of the colton-mtll uidastry, after the model 
of foreign mills, with a view to introduce new technique, 
inoluding automatic machines, to specialise in certain 
lines ut production by individual tmlls, to allocate the 
quantities to be produced by each mill, and to con* 
solidate the purchase of raw materials and the sale 
of iiin<)hed products, is the crying need of the momeut 
which alone can ensure its speedy progress 

The jute industry which is mostly managed and 
financed by foreigners ei joys monopolistic advantages, but 
at present It mauutac lures about half of the raw jute 
produced in the eountrj With the restoration of normal 
economic condirions and thn introduction of better 
organiZHiioii, there iie‘> a further scope of the manufacture 
of raw materials uow exported to foreign ouuutiies 

The silk industry bNo presents vast possibilities for 
enterpii-e and prufit-makiug Formerly, the Indian silk 
embroideries and brocades were well known and highly 
appreoiateil, but towards ibe end of the nineteenth century 
the Indian weavers were forced to lay down their 
antiquated tools before the onslaught of cheap foreign silk 
produced by lahuur-saviiig machinery The silk indu'itry 
consists ol sericulture, reeling and weaving As boVn 
sericulture and reeling methods are not satisfactorily 
developed on modern hues in India, tSie weavers prefer 
the Use of imported silk yarn which is clmaper lu price 
and superior in respect of general finish With im- 
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proved tnelhods of growing mulberry and rearing aelecfed 
breeds of silk-worms, the introduction of scientific methods 
for reeling, the modernization of the primitive processes 
in respect of weaving and with efficient organization 
amongst the silk weavers for the purchase of siik 3 'arn 
and the disposal of silk products, there is every 
likelihood of India’s capturing her lost markets. 

Metallurgical Industries 

The iron and steel industry has made an appreciable 
progress during the last two decades but its development 
has not been commensurate with the requirements of the 
country. Our dependence on foreign countries for the 
supply of machinery, machine tools and hardware goods 
is. a great weakness of our industrial system. As their 
imports amount to many crores of rupees aunuallj’’, there 
exists a considerable scope for the manufacture of iron 
and steel products, M.oreover, as industries increase in 
number consequent upon a right industrial policy a large 
demand for machinery, machine tools and other accessories 
will be created. The development of mechanical engineer- 
ing works holds out great possibilities in view of the 
recent expansion in the electrical engineering works. 
The subsidiary industries depending upon the develop- 
ment of this basic industry will also offer new opportunities 
of investment and profit-making. J3y adopting the latest 
industrial technique in making industry, improving the 
means of communication, and increasing the technical 
skill of the workers, the vast mineral resources can be 
utilized to the great benefit of eulrepreueurs, capitalists 
aud labourers alike. 

Forest Industries 

In spite of the noteworthy improvements introduced 
in recent years by the Forest Department the develop- 
ment of forest industries is yet in its itiiiial stage. The 
potentialities of Indian forests have not been fully explored 
and there exists practically an unlimited scope for the 
development of forest industries. It has been, elsewheie, 
mentioned that Indian forests contain all kindsof treesaud 
the numerous products available thereof, if full}' exploited 
on a commercial scale, will tend to augment the national 
wealth of the country. 
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The paper in(lu<?try notwithstanding many a Ticissitude- 
jn the past, holds out great possibilities of extension, as* 
the immense resources of raw materials discovered so far 
for the manufacture of paper are not yet fully exploited 
by the paper mills working in India At the present 
time the Indian paper mills are supplying about dO per 
cent of the total Indian demand while the rest of the 
demand is met by tbe imported paper which amounts to 
nearly U V* crores of rupees nnnusli 3 India has immense 
resources in sabat, munji and eavanah grasses foundgrowing 
exten-'wely in Burma, Bengal, Assam and theUnited Provin- 
ces Besides grasses found suitable for the manufacture of 
paper of 6ue and medtiim texture, India has vast resources^ 
III bamboos found abnnclaiitly in Burma, Bengal. andSuuth-^ 
Western India It lias been estimated that bamboo and 
grasses available in [iiiiia,if exploited to their full capacilj', 
may produce pulp equal to the entire world's deuiMiid. 
With the growth of education and literacy in tbe masses 
of India, tlie paper industry promises a bright prospoot 
for the eiatabhslimeut aud succe^slul working of paper 
mills in India 

Tlie Ino industry of India due to its somewhat mono- 
polistic nature occupies a very prominent position in 
the world market India exports worth crores of rupees 
annually to foreign counlnoB both raw aud manufactured 
laofie, sliellac and button taol wbicli is oliiedy employed 
in the preparation u! piainis and varnishes, in the orna- 
QientHtirni of wooden aud metallic articles, in the manu- 
facture of graniophoiie records, lu electrical works as an 
electrical insulating agent aud in several other minor 
manufacturing works Tbe methods of manufacturing 
lac so far employed have been uusoieutiflc involving 
tliereof much waste As our lao industry is senoU'ly 
threatened by cheaper lac substitutes, every effort iir 
order to snoep*’«fnlly meet the competition from syn- 
thetic lao should be made to reduce the expenses of 
production 

The rubber industry is aesiiroing growing importance 
as tbe area under ruhber cultivation has increased amoun- 
ting to iieaily ld0,000 acres But unfortunately in the 
aboeuoe of rubber luanafttotonug conreius, except two 
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or three factories 'working at Bombay and Calcutta, a' 
major proportion of raw rubber grown in India is" 
exported to the United Kingdom and the United States’ 
only to find its way back in the shape of finished rubber 
goods. A better organization of rubber industry, an in- 
vestigation into the high yielding capacity of trees, and 
an improved technical knowledge in respect of its produc- 
tion are the essential requirements of the day. 

The allied industries of turpentine and resin are 
comparatively of recent development and the potential 
resources for their expansion are believed to be enormous. 
At present the production of turpentine oil is inadequate 
to meet the internal demand as large quantities of superior 
grade oil and resins for various industrial purposes are 
imported from America and France, but it is estimated 
that if all the available resources of turpentine are 
exploited to their full strength, India will not only 
become independent of the foreign supplies of turpentine 
but also export the surplus to foreign countries. 

' The sandalwood industry deserves a serious attentioii 
On the part of thoughtful Indian industrialists in view 
of the fact that sandalwood tree is a practical monopoly 
of India and the demand for its products arises from the 
different parts of the world for a variety of puriioses. 
This aromatic tree is chiefly found in South India. It is 
used in making carved boxes, picture frames, walking 
Sticks, handles, pen- holders, etc. 

The oil is obtained by distilling the chips of sandal- 
wood which is extensively used in perfumery and manu- 
facture of toilet soaps. Apart from the exportation of 
sandalwood oil, a large quantity of sandalwood is al.^o 
exported for distillation to foreign countries, particularly 
the United Kingdom and the United States So far the 
methods employed in the extraction of oil and the manu- 
facture of attar, perfumes, etc., are primitive besides 
being wasteful. In order to reduce the cost of pioduc- 
.tion of oil and to successfully meet ihe competition from 
similar product.s, it will redound to the ciedit of manu- 
iacturefs, if they adopt the up-to-date scientific processes 
of distillation. 

Apart from these, several other commercial products 
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cftii b** made to yield ({ood returns Amongst important ones 
tliere are eeseutial oils, like lemon oil kliasoil, eucal^piui 
oi], cardamom oil , tanning matermU sacli as Babul bark, 
Tarwer bark and ilyrobalaiis, etc , dyeing materials 
obtained from the roots, bark'll fruits and flowers of trees 
and platiis, and gums obtained from the exudation of 
some varieties of trees 
Chemical Induifriet 

To reiterate, the 8ucce'»sful development of many in- 
digenous manufantutoa ha® reoeived a conaidotnblei aeiWok 
due to the absence of iLdiatt chemicals That India 
po«9es«es pufflcieiib raw materials toafart her {'beinical in- 
dustries was clearl} deuiuuairated during the War when 
Several chemitals were produced ui the country. India 
aNu maintains au ample quanltty of raw materials fur 
the maimlaoturo of lieaVy chemicals such as sulphuric 
acid, soda ash and caustic soda, so essential in the prodiio- 
tiun of all other chemicftls The industries depending 
upon the oheunoals are p»pe», gla*8, ceramics, fertilisers, 
matohes, flue chemicals dyes, paiut and varnishes, 
artificial silk, textiles and explosives Sulphuric aoul is 
extensively employed in various indnstries but due to the 
lack of sulphur deposits, India relied solely upon foreign 
imported sulphur for the manufaoture of this important 
chemical Now with the new possibilities of manufactur- 
ing sulpbuno acid from gypsum, there lies an endless op- 
portunity of enterprise for the resourceful industrialists 
of India It is behoved that extensive ocourrences of 
gyp-ium exi&t near the famous Slate Mines of Khewra 
Besides this important raw material for the manufacture 
of sulphuric acid, salt, limestone end coal are also found 
in large quantities from which soda ash and caustic soda 
can be manufactured Thus the potential resources of 
heavy chem cal industiies are enormous and m view of 
tlieir great national importance forlhe industrial develop 
meiit of India, it is a mutter of prime importance and 
serious consideration that this industry shoutd be financed 
and managed by Indians m the interest of indigenous 
manufactures The development of this ‘key’ industry 
would mark the salvation of many struggling *industries 
and of those which have not yet made tneir appearance 
on the soil of ludia 
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Leather Industries 

That we are abundantly rich in animal resources needs 
no reiteration. Influenced by the western ways of living, 
the demand in India for leather requisites such as boots 
and shoes, saddlery and harness, leather bags and purses, 
leather trunks and holdalls, straps and belts, gloves and 
other fancy leather articles has had a tremendous increase 
and the tendency is always in the ascendant. 

The tanning and leather industries in India although 
practised from immemorial times have achieved in recent 
years a remarkable progress as a result of the introduc- 
tion of western methods of tanning and manufacture. 
India is fortunate in possessing a large variety of animals 
whioh can supply different qualities of hides and skins 
suitable for the diverse requirements of her people. 
Goat and sheep skins are softer than hides and are 
employed in the manufacture of superior qualities of 
shoes, boots and gloves. Excellent tanning materials are 
also available in India. At present Indian tanneries and 
leather industries equipped with the most up-to-date 
machinery and organization are not sufficient to work 
up the raw hides and skins available in India, as a result 
of which large quantities of raw hides and skins are 
exported to foreign countries particularly to Germany 
and the United States- Tanued hides are mostly exported 
to Great Britain. Formerly and even now, the occupation 
of curing and tanning bides and skins is generally 
relegated to ignorant and backward castes which speaks 
to some extent of the backward and imperfect state of 
our tanning industry. The loss incurred through the 
native tanning processes is incalculable. Here lies a 
good field for enterprise and profit-making. The improved 
methods of curing and tanning through vegetable tans 
and chrome process will not only result in almost com- 
plete cessation of the exports of raw hides and skins but 
will also put a severe check to the imnorted leather goods 
and leathers amounting to nearly fifty lakhs of rupees 
annually. 

Apart from this prominent industry, many other 
industries depending for their raw materials upon the 
by-products obtained from the slaughtered or dead 
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arnmals can be started with euccesg m India, provided 
^nqiiwite teclinical knowledge, sufficient capital and 
inteilipent orgHiiiziitioii are forthotamg 

To sum up, It can bo said that there are man j ehanneU 
of business opportunities win h have so far received a 
sliuht nttentiun or retnaiucd uamvcstigated by the Indian 
inilu'‘triatists Praotieally m every branch of economic 
ami iiulusliial activity Indians can make much headway 
anil ousi the foreign cumpetitors wlio, today, on acoonot 
of iluir -uperur skill m technique and organizatiuii 
easily forbid Indian inditstrinli‘>ts to enter in any im* 
poriant imirket of the world A. co-ordinated compre- 
hensive programuio of rural and iiidiiitnal roconstructiou, 
in the Itgiit of modern economio and financial theories 
of the State conceived in agreement with the wishes and 
opiniins of the leading Indian economists, ludustnalists 
and financiers, is mdispetisable to avoid waste of efiort, 
and to ensure steady economic, social, lotelleotual and 
political progress of tho country 

'lo give A great industrial push to the country and to 
assure food and work to tbo people, some definite 
ecunomio plau is needed In the western countries, the 
Governments have started the bchemes of four or five 
jears plan to bring about indovtrial advancement of their 
countries Germany’s Pour Year FUo consists of sii 
departments, namely, (1) Uureau of distribution of raw 
materials, (2) Department of distribution of labour. 
Food aupplj depavtraeiit, (4) Foreign currency aud 
banking department, (6) Department of price coutro), 
and (6) Miscellaneous department Should we not think 
seriously of some such scheme for India also ? A 
National Planniug Committee has been appointed in India 
and we were all anxiously awaiting its reoommendatiODS, 
but the present war has checked its progress Every 
effort IS being made now to iiidustrialise the oouutry to 
meet the various requirements of the war New indU'^tries 
are coming into existence and the country’s production 
of mauufaolurfid is being multiplied many-fold 
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its Meaning and Importance 

It is known to all that there are some functions wliich 
are necessary to the civic organizition of a count ly and 
^which, in one sha[)e or another, all Governments alike 
‘have undertaken. The State like individuals undertakes 
.some activities either directl3' or indireotL’, tlie main 
^object of which is to promote the ecotioraic activity atid 
fprogress of the cornmuniiy at large. All these economic 
'and industrial activities that we observe all around us 
fwouid have been retarded, if not altogether paralysed, to 
ta great extent in the absence of facilities conferred by 
'the State through its various departments. The Govern- 
-ment of a State requires the .services of the navy, the 
'army, and the air cralt for the defence of the State from 
iexternal datiger and internal dtsorders, the constabulary 
’•for the maintenance of law and order, the judicial courts 
for the administration of justice and the punishment of 
crime, the prisons for reforming the ways of the offender, 
.the asylums for the poor and the incapable, the 
.educational institutions for educating people the right 
-.duties of citizenship and the various arts and crafts, the 
^hospitals and dispensaries for the preservation of public 
, health, and the railways, roads, harbours, canals, buildings, 
^post and telegraph for expediting the industrial and 
"commercial progress of the country. For the successful 
.^discharge of these multifarious functions under modern 
^conditions, the State requires annuall}’^ a large amount of 
'money which has to be secured from taxation and various 
"other sources of revenue. The study of the manner 
"in which a Government obtains its revenues and spends 
them is called ‘Public Finance.’ 

"^ith the gradually expensive functions of the State, 

.... . . . . 
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the expenditure of the State has enormously increased m 
recent ttm^s and an enormous amount of revenue through 
various sources has to be raised annually lU order to meet 
the increasing functions properly 
Public and Private Expenditure Compared 

Uie Srate like the individaal has wauls but there 
are several important differences between public expeudi 
ture and private expenditure A characteristic difference 
IS that an induiduat always attempts to augment his 
income and tries to adjust Ins expenditure according to 
the income he earns, while in public finance the process js 
reverse inasmuch a® the necessary expenditure is first 
determined by the State and then sources are tapped for 
collecting an income that will balance the predetermined 
expenditure Thus m public finance the income is 
detoriQHied by the expenditure and not the expenditure 
by tlie income Another obaraotenslio of public finance 
18 Us compulsory character lu private finance, a surplus 
of income over expeuditure is desirable while m public 
finance a surplus would be taken as a defective finance and 
would invoke a lot of adverse oritioism from the taxpayers 
In publiQ finance as against private finance, a generous 
pruvisioD has to be made for the future but the statesmen 
should not go too far in discounting the future as it may 
produce resentment among the taxpayers 
Sources of Public Reveoue 

From a theoretical point of view there has been a 
great controversy among economists regarding the classi- 
fioatinn of public revenue or income Without entering 
into those intricate discussions, it may be pointed out 
that Governments for discharging the numerous functions 
in modem times obtaiu their revenues from the following 
sources — 

1 Public or State domains The revenue from public 
domains consist of the income from agricultural land, forests 
and mines m which the State hoWs a proprietary right 
Pirests being an asset of oonaiderable economic impor- 
tance to the community are largely controlled and managed 
by the State Ulining areas being the property of the 
Qoveruinent bring in a considerable amopuf of income 
pither when sold or utilized 
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2. State enterprise. The State in almost every 
country undertakes certain businesses both productive 
and distributive such as the operation of post-office and 
telephone services and other undertakings of a mono- 
polistic and public utility character like the provision of 
pure water, construction of railways, and operation of 
model industrial establishments. Industries of a com- 
petitive character are usually relegated to private enter- 
prise. Many commercial undertakings are undertaken by 
the State in the interest of the people. 

3. Investments of the State. The State may obtain 
some portion of revenue from shares held by it in some 
businesses, specially in businesses of public utility service. 

4. Public loans. Public loans are a source of revenue 
giving rise to public debts, In times of emergency for 
covering the cost of extraordinary services such as for the 
construction of canals or railways, or financing any war, the 
Government takes loans on which interest together with the 
principal has to be paid by the future taxpayers. 

5, Voluntary contributions. Frequently voluntary 
gifts are made over by wealthy”^ subjects to the State for 
some public purposes to help it m emergencies. Ver}’’ 
commonly donations are given by rich persons for the 
progress' and expansion of educational institutions or 
such other .social services. 

6. Fines and penalties. They are called accidental 
and irregular sources of income as the object of their 
imposition is not primarily to augment the income 
of the State. Forfeits and escheats are other means 
by which a State obtains some portion of its in- 
come. Escheat is a legal term which means that every- 
thing lapses to the public exchequer in default of other 
heirs. 

7, Revenue derived from the incomes of different persons 
and corporations : — (a) Fees ; (b) Special assessments., and 
(o) Taxes. 

(a) A fee is a payment made by persons who receive 
a special service rendered by the State — the service, 
however, being non-commercial in character, e.g., court- 
fees, stamp-fees, license-fees, etc. 

36 ■ ' ■ ' • • 
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ihi A sppciftl ft'!'»e'!sineiit is defluec] by Prof Sell >raati 
rts “a compiiUorj contribiition, levied tn proportion to 
the i^peciat benefits deiivid, to defray the cost of a specific 
impiovouieiit to property tltidcrtaLeii iii the public iij. 
lerest ” Special as-^essmenis, tinlihe fees, are levied 
B[)e tally by municipalities to meet some extraordinary 
expenditure such as the special improvement of a 
particular thoroughiare lu a particular locality of the city. 

(c) Taxes form the bulk of the State reveinies in modern 
time'* Tiiev am compulsory payments of wealth made to 
the public authority by its people to meet the geiieial ex* 
pe^l^es of the GjVeinmetit 
The Meaning and Nature of Taxes 

‘Taxs'i arc levied upon practically all persons ui the 
conitnunity to cover the cost of services rendered by the 
State for the bcnelit of the community generally " A tax 
19 a compulsory charge imposed by a public Hitthority 
aud, as Prof I'aU'Sig puts it, ‘ the essence of a tax, as 
disiingutslied from other charges by Goverument, is the 
absence of a direct quid ptn quo betneeu tlie taxpayer 
and tile public uuthonty ” From the nature of tlie defmi* 
tion given above it t'* clear that the State while charging 
taxes couipuNority frnm individuals dues not give tiiem 
any soil cf guarantee regarding the amount of benefit m 
return that iliej fhall receive from such a charge While 
travelling in n railway, postiog a letter, instituting a 
sun in a Couit, or regi»teriiig a bond we are compelled 
to make a payment m lieu of such a service but our 
payment is conditional upon our optiou to utilize such 
services rendered by tho State One who prefers to 
abstain fiotn travelling lu a railway is never compelled by 
the Goverumeut to make any kind of oontributiou on that 
account Tlie receipts from railway tickets, postage 
stamps, court-fee« and stamp fees roughly show a cor- 
respondence between the prices charged and the services 
received by tlie users Hut no such correspondence can 
be said to exist between the services rendereil by an 
army or navy , a fire department, or the police force and 
the payment made for the cost of tbeir mamtenance. 
Almost every resident of a State is called upon to con- 
tribute for Its upkeep irrespective of the advantages 
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or she derives, directly or indirectly, A tax, therefore, is a 
compulsory levy which is exacted from all alike by public 
authoritj' under stated conditions and without any regard 
to the individual’s use of the services supplied. “The 
essential characteristic of a fee is the existence of a 
measurable special benefit together with a predominant 
public purpose. . . .The absence of a public purpose makes 
the payment a price, the ab.sence of special benefit makes 
it a tax.’' — Seligman. 

Principles or Canons of Taxation 

According to what principles or rules taxes should be 
levied and the individuals be made to coufribute towards 
the cost of the various public services rendered has been 
discussed by economists, since the days of Adam Smith, 
at great length. Adam Smith was the first economist 
who in his classic book “The Wealth of Nations” enuncia- 
ted the four celebrated canons of taxation which still 
form the starting-point of a sound policy of taxation. 
These are — the canon of equality, the canon of certainty, 
the canon of convenience, and the canon of economy. 
Besides these famous canons, the modern writers have 
added other principles, viz., productivity, elasticity and 
simplicity. 

1. Equality. “The subjects of every State ought to 
contribute towards the support of the Government as 
nearly as possible in proportion to their respective abili- 
ties, that is, in proportion to the -revenue which they 
respectively enjoy under the protection of the State 
This canon of equality or equity has been much discussed 
by economists and vario.us theories have been propounded 
to secure justice or equity in taxation. This canon 
requires that every person must contribute in proportion 
to his ‘ability to pay.’ If ability of people to pay taxes 
is measured in proportion to the revenue which they 
respectively enjoy, then certainly equality of sacrifice or 
justice in taxation cannot be secured. How to measure 
‘ability to pay’ and ‘equality of sacrifice’ is still a vexed 
question. Shall -an individual pay just in proportion to 
his income, or more ? The comservativo view maintains 
the principle of proportion according to which persons’ 
income, whether large or small, whether earned or unea,r- 
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ued, should be taxed all in proporliou to their mcorae 
and no more On the other hand, the radical view main* 
tains the principle of progressive or graduated fiystem 
of taxation, according to whioh the rich should pay not 
only in proportion to their incomes, but more than in 
proportion, in other words, the rate of taxation «liould m* 
crease as the income increases 

2 Cetlatnt^ The tax winch eaoh individual is asked 
to pay ought to be certain and not aibitrary , its time of 
payment, its manner of payment and the quantity to be 
paid ought all to be clear to the contributor It is good 
both from the point of view of the taxpayer and the 
Government Ihis canon helps to make the Government 
certain about the probable yield of a tax and the time of 
its receipt into the Exchequer Taxes need not be arbitrary 
nor they be colleoted arbitrarily The certainty of a tax 
leads taxpayers to make an automatic provision for the 
amount ol the tax without undergoing much botheration 
and trouble, as he gets accustomed to it Hence the 
dictum that *‘an old tax is a good tax, and a new tax is a 
bad tax " 

8 Convenience “Every tax ought to be levied at the 
time or in the manner, in which it is most likely to be, 
oonveuient for tlie contributor to pay “ It minimizes 
the burden of the tax and brings the least interference 
in the process of indnstrial activity of the community 
Indirect taxes generally conform to this principle to an 
appreciable degree as the consumers pay the tax when 
they are in a position to purchase the article subject to tax 

4 Economy Every tax should be so devised a« to 
take out of tlio pockets of the people as little as possible 
over and above what it bungs into the treasury of the 
State This principle maintains that those taxes should 
be chosen (i) the cost of collection of which is small in 
proportion to the proceeds, and (ii) the loss caused to the 
community is small in proportion to the proceeds This 
canon IS violated if for the collection and administration 
of certain taxes a large array of tax collectors and ins- 
pectors is required, or if in their imposition they restrict 
the progress of trade and industry or cause unnecessary 
botheration on the part of the taxpayers 
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5. _ Productivity. The tax should be productive and 
the yield must show a good return. Consequently, a 
smaller number of taxes productive of a large revenue is 
to be preferred than a large number of less productive 
taxes, taking care that the distribution of the burden of 
taxation on all classes of the community remains equitable. 
At. the same time, the productivity of the tax should not 
be such as to damage the wealth-yielding sources whence 
it is derived. 

6. Plasticity. The tax system should be so contrived 
as to provide an automatic growth of revenue with the 
increase of wealth and population. Taxes should be 
elastic in the sense that in order to meet fiscal emergencies 
the total amount of revenue can be increased with an in- 
crease in the rate of taxation without any great increase 
in administrative or collection charges. 

7. Simplicity. Finally, a system of taxation ought 
to be simple, plain and intelligible to the taxpaj^ers. 

Kinds of Taxes 

Taxes have been classified into (1) Direct, and (2) In- 
direct, a classification which is based on the burden, or 
the ‘incidence’ of taxation. 

A direct tax is a tax, the burden of which is mainly 
borne by the person on whom it is intended to be levied 
by the taxing authority. Its burden cannot be shifted by 
the persons upon whom it is legally imposed. Direct 
taxes are generally levied upon the income and property 
of the individual. The income-tax, the super-tax and the 
land revenue are some of the instances of direct taxes in 
India. If the salary of a professor is taxed, say, at the 
rate of six pies per rupee, clearly he cannot pass on the 
burden of the tax to somebody else. 

An indirect tax is a tax, the burden of which is passed 
on by the person on whom it is imposed to the shoulders 
of other persons. It may be collected from one person 
in the expectation that he will shift or transfer the bur- 
den to others. Indirect taxes are generally levied on 
commodities and transactions. The customs, the salt and 
the excise duties are some of the examples of indirect 
taxes in India. Import duties levied on foreign 
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Cigarettes are collected from the mercliants nnporting 
them, but eveutuailj the amount paid is recouped by 
them from the smokers who pay the amount of the tax 
m the shape of the increased price of cigaiettes 

Tlie tm irffMce of a tax is different from its impact 
Chapman remarks “Jhe impact is upon the person 
from whom the tax is collected, hut the tnctdtnc^ is 
upon tliose wlio paj eventually The process b} which 
ultimate incuiente is brought about is known as the 
process of shifting, or rolling, or repetemsion of taxes." 
In tile example of cigarettes ineutioned above, the impact 
of the tax falls upon the merchants and the incidence of 
the tax upon the smokers In a direct tax, the impact 
anti the uiculciice are on the same person , when they are 
differeut thp tax is called an indirect one 

It must, however, be pointed out that no hard and 
fast line oiui be diawn between direct and indirect taxes, 
siuco the distinction between the two sometimes 
becomes quite imperceptible An indirect tax involves 
shituug wliile a direct tax does not Jlut there are cases 
where even tiie direct taxes may bo shifted to the shoul* 
ders of someone else while the iiidireot taxea meant to he 
shifted ma} lemain where they were imposed 
Advantages and Disadvantages of Direct Taxes 

'1 he principal direct taxes are tho incomp*taz, land 
tax, property tax, uvheritauce tax, auvl death duiie". 
Advantages 

1 '1 he great advantage of direct taxation lies in its 
educative influence or civio couscioii’^iieas that it produces 
on the minds of the taxpayers Each taxpayer is thor* 
ouglily conscious of his coutnbution to the revenue*' of 
the State, and therefore, he begins to di«pla^ a direct 
luterc't 111 the activities of the State regarding the 
allotment of jiublio expenditure for the various heads 

to Yiv'aW'6 tW s.'iO.va^vt.y 

more honest, careful and scrupulous regarding its duties 
and fuuctioiis towards its subjects 

2 Direct taxation is more just and equitable as the 
principle of progression in order to make the rich pay 
more than tho poor can be ea’iilj applied 
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3. Since they are usually collected at the source, the 
cost of collection is comparatively low and practically no 
wastage is experienced in their realization. Thus, they 
conform to the canon of economy, 

4. Direct taxes are generally collected at the source 
and, therefore, there are little or no chances of evasion. 

5. Direct taxes are very elastic as their yield can be 
increased considerably by a slight increment in the rate 
of assessment without incurring any additional cost of 
collection and administration. 

6 The taxpayer also knows what he has to pay, why 
he has to pay and when he has to pay. 

Disadvantages 

1. Direct taxes have invariably proved irritating to 
the taxpayers speoiall 3 ' when attempts are made to in- 
crease the rate of the tax. Any slight increase in' direct 
taxation is much resented by the taxpayers as its incidence 
falls mainly upon them and sometimes grave social and 
political consequences follow in the wake of their im- 
position. 

. 2. An accurate estimation of one’s taxable capacity 
even by the most just and expert as.->essing ofticers in- 
volves several difficulties. Not infrequently, a direct tax 
causes much hardship to the taxpayers as a result of the 
wrong evaluation of their incomes. An easy escapo is 
sometimes made by the people in direct system of taxa- 
tion by producing fraudulent accounts before the income- 
tax officers. 

3. The poorer sections of the community cannot be 
directly taxed owing to small incomes and heavy cost of 
collection. It is very difficult and inconvenient to tax 
directlj^ the income of the daily wage-earners and menial 
servants as a large army of the collectors will be required 
to collect and administer taxes therebj', violating' the 
canons of convenience and economy. 

Advantages and Disadvantages of Indirect Tf.xes 

In India, the principal indirect taxes are customs 
duties levied on the exporter and the importer of commo- 
dities, and excise duties, e.g , duties imposed on matches, 
sugar, salt, alcohol, etc., produced within the country. 
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Advantages 

1 Indirect taxes are more popular as they are seldom 
felt by the taxpayers with that degree of aouteiiess and 
resentment as in the case of direct taxation, and, therefore, 
they are less disagreeable and iiicouveiiient 

2 They are convenient because they are paid m 
small quantities in the shape of higher prices of com- 
modities at the time ivhen the payer has the requisite 
money to purchase the arttcles taxed They ate 
convenient from the point of vienr of the State as it 
gets the revenue in bulk from importers and manu- 
facturers 

8 Tlie poorer classes of the community can also be 
taxed and made to contribute some portion of their income 
to the public exchequer by nidiiect taxation 

4 Uy a judicious levy of taxes upon luxunes and 
necessaries, equitable sjstem of taxation is easily secured 
The rich are obliged to pay more in resorting to the 
consumption of articles of luxury while the poor escape 
by reCraunng from the use of those heavily-taxed artvclei 

5 Indirect taxes are more elastic Tiie Stale 
automatically derives increased revenues vu times of 
prosperity and flourishing trade and commerce without 
increasing the rates of taxation 

fa Lastly, indirect taxes are levied to restrict the 
consumption of unpiodnctive luxuries and other injurious 
articles the ooiisumpiioii of which is detiimental to the 
efficiency of the community \ 

Disadvantages 

1 Indirect taxes are inequitable lu that they are 
regressive in character and fall commonly more heavily 
on the poorer, than on the richer classes because the poor 
are thelargest consumer of articles of general consumption, 
e g , the salt lax, in India, involves a greater sacrifice 
on the part of the poor than the rich It is in view of this 
regressive character of indirect taxes tliat any Lind of 
levy on necessaries has been invariably opposed 

2 Indirect taxes are known to have put serious 
obstacles \n the natural growth and progress of trade and 



I'UBLIC FINANCE 


569 


industry in a variety of ways. For instance, an undue 
high rate of indirect taxes entails sometimes adverse 
effects on production in that it increases the expenses of 
production, thereby diminishing the demand of the 
consumers and the output of the factories. 

3. Indirect taxes also encourage smuggling of articles 
subject to taxation speoiallj^ when the difference in prices 
between two places, owing to the different rates of 
taxation, is quite appreciable. A large army of super- 
visors is entrusted with the administration of such taxes 
entailing a heavj' loss of revenue to the Government 
treasury. They are also uneconomical from the taxpayer’s 
standpoint because he is obliged to contribute more than 
what is actually received by the Stale, 

4. Another serious drawback of indirect taxes lies in 
the tendency of manufacturers or importers of commodities 
to raise their prices by more than the actual amount of 
the tax to the great detriment of the consumers. This 
argument also proves the uneconomical nature of indirect 
taxes. 

6. The revenue derived from indirect taxes is not 
very certain unless the demand for the article is very 
inelastic. In times of economic depression, the income 
of the State shrinks considerably from indirect taxes as 
the revenue realized from them is dependent upon the 
conditions of trade and industry which are ever fluctuating. 

The best system of taxation, as advocated by eco- 
nomists, is a judicious combination of both direct and 
indirect taxes so as to make every individual, rich or poor 
contribute something, according to his ability towards 
the general expenses of the Government. 

INDIAN FINANCE 

The sj’stem of financial administration in India that 
we find set up at the present day is of a ver}- recent 
growth. Originally the entire administration of the 
finances of India was vested in the Government of India, 
that is to s&y, the entire responsibility for the collection 
and expenditure of revenue rested with the Central 
Government, and the Provincial Governments had no 
powers of taxation. This type of centralised administra- 
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tion, with little or no incentive to economy on the part 
of tile Provincial Governments, suffered from many 
disagreeable features, resulting in frequent wrangling 
between the Central and the Provincial Governments 
regarding the allocation of grants for the requiremeuts of 
the latter It was, however, with the introduction of 
the Montagu Chelmsford Reforms that great and im 
portant changes were witnessed in the system of the 
financial management of the country By the Reforms 
of l9il 24 when the Government of India Act, 1919, 
came into general operation, a clear demarcating line was 
drawn up between the finances of the Government of 
India and that of the Provinces Under the new or 

E resent system of financial administration the Provinces 
ave been allocated different sources of revenue from 
those ot the Central Government, and have acquired a 
good deal of financial autonomy inasmucU as they have 
been now empowered to raise loans on the security of 
their revenues tor purposes of geneial improvemeut and 
to initiate new taxaiivo measures lo ceriHiu cu^es with 
the sanction of tbe Governor General in Council Each 
province now maintains its own finance department with 
a Finance Member who almost enjoys a full liberty lu 
the management of his provincial revenues 
Claitificalion of Indian Revenues 

Indian revenues can be oonvenieatly classified accord* 
ing to the taxing authorities as found in India at tbe 
present time Ihey are (a) tbe Central Government, (f>) 
the Provincial Governments, and (cj the various Local 
Bodies such as Muuicipahties, District Boards, and Port 
Trusts 

(A) Central Finance 

CenttaV finance consists of the snirces of revenue 
couferred by the Reforms Act of 1919 'ihe Oeutral 
Government maintains the most wide and extensive 
powers of taxation lu India and has reserved for itself 
the sQUr 9 es of revenue which are elastic such as customs 
and income-tax which bring into the coffers of the 
Central Government increased revenues with an increase 
of wealth and population, whereas the sources of revenue 
assigned to tbe Provincial Governments are insufficient 
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and more or less sfatio, considering their rapidly expand- 
ing requirements. To save the Provincial, Government 
from financial ruin, the Otto Niemeyer Eeport proposed 
immediate financial assistance to certain provinces partly 
in the form of cash subventions, partly in the form of 
cancellation of some of their debts and partly by distri- 
buting to the jute growing provinces of a further 12^0 p.c. 
of the jute tax. As regards the provincial share of the 
proceeds from income-tax, the Committee recommended 
that half of the proceeds should be distributed among the 
provinces. The revenues of the Central Government are 
not only • derived from taxes but also from non-tax 
revenue sources. 

Central Budget for 1942 — 43 

These are war times and to meet them, there should 
be an inevitable expansion in all the spheres of Govern- 
ment administration. tSeveral defence schemes need 
immediate handling to improve India’s coastal, air and 
laud defences. This will involve a large increase in 
India’s share of the war bill. 

Introducing the central Budget for 1942-43, the 
Finance Member disclosed a deficit of Rs. 17 crores for 
the current year and summarized the finance position for 
the coming year as follows : — 

Civil expenditure Rs. 64,07 lakhs 
Defence ,, Rs. 133,00 ,, 

Total Rs. 187,07 „ 

Total Revenue Rs. 140,00 ,, 

Deficit Rs. 47,07 ,, 

While stressing the need for fresh taxation, the Finance 

Member said, “the scope for what is called soaking the 
rich has now practically disappeared, and further advances 
in taxation must inevitably take the effect of calling for 
greater sacrifices from the middle classes, the lower 
middle classes and even the poor.'” 

Fresh Taxation 

(c) The entry of Japan into the war with_ the conse- 
quent dislocation of shipping in the Pacific customs 
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receipts have dropped sharply To meet this an emergency 
surcharge of on all customs import duties has been 
levied The only exception will be petrol, the tax on 
which is being increased separately from 12 annas to 
15 annas a gallon and law cotton on which the duty has 
just been doubled Ihe excise duties on kerosene and 
silver will be made equal to the import duties now 
leviable 

{b) The posts and telegraphs rates have been altered 
The ordinary letter rate has increa<ed from IJ anna to 
1^ annas and the minimum rate for an ordinary telegram 
and express telegram has been raised to 12 annas and 
Es 1 4 0 respectively There will also be increases lu 
telephone rentals and the surcharge on trunk call fees 
will be raised from 10®/o to 

c) The income tax surcharge which has been proposed 
runs from 6 pies lu the rupee on the lowest slab to 1 
anna and 8 pie-^ in the rupee on the highest slab 
Similarly, the surcharge on the rates of super tax are 
equal to a bO^lo increase while the corporation tax is 
raised to annas in the rupee As regards the Excess 
Profit Tax, it is proposed to retain the exerting rate 
of 

The total additional revenue from all these proposals 
is estimated at Hs 12 crores, leaving a deficit of 
Es 12,07 lakhs to be covered by borrowing This would 
in normal times rightly be regarded as a formidable state 
of afiairs but at the present time it must be viewed 
against the background of India’s war effort and the 
increase in the national income resulting from the 
extensive development of India’s resources 
Chief Sources of Revenue of the Central Government 

The following is a table of the principal heads of 
revenue enjoyed by the Central or Imperial Government 
in India 

general statement of the revenue 

Budget Estimates for 1941 42 

Principal Heads of Revenue In ihousands of rupees 


Customs 

Central Excise Duties 


35,1100 

12,1000 



PUBLIC FINANCE 


573 


Corporation Tax 

Taxes on Income other than Corporation Tax 

Salt ... 

Opium 
Other Heads 


12.62.00 

23.00.00 

8.30.00 

52.85 

1,10.97 


Total — Principal Heads ... 92,76,82 
Railways : Net Receipts (as shown in Railway 

Budget) ... ... ... ... 41,09,42 

Irrigation ; Net Receipts ... ... ... 84 

Posts and Telegraphs ; Net Receipts ... ... 2,09,53 

Debts Services .„ ... ... ... 61,29 

Civil Administration ... ... ... 1,12,71 

Currency and Mints ... ... ... 2,21,44 

Civil Works and Miscellaneous Public Improve- 
ments ... ... ... ... 28,45 

Miscellaneous ... ... ... ... 1,34,67 

Defence Services ... ... ... 44,14 

Contributions and Miscellaneous Adjustments 
between Central and Provincial Governments ... 
Extraordinary Items ... ... ... 3,05,52 


Total Revenue 
Deficit 


1,45,04.83 

13,84,55 


Total 


1.58.89,38 


The major portion of the revenues, is derived from 
taxation like customs, income-tax, etc., yet the revenues 
accruing from commercial enterprises undertaken by the 
Government of India under its own control and manage- 
ment are by no means negligible. A brief comment 
pointing out a few salient characteristics of the main 
items of Central revenue seems worth consideration. 

1. Customs. Customs duties are levied on the import 
and export of certain commodities according to the rates 
as prescribed in the tariff schedule framed by the 
Government of India. A list of such duties in a country 
is called its ‘tariff.’ Customs duties bring into the State 
treasury about more than one-third of the total revenue. 
They are not only a productive but an elastic and growing 
source of revenue. It may be said that before the War, 
the Indian Tariff was Eevenue Tariff, that is, the import 
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aud export duties on different oommoditiea and their 
frequent \anatioiis in timoa of financial stringeoc} Tvere 
Bolelj poverned bj revenue coiisideraMous But as a 
result of the policy of ‘discriimnating protection' as 
recommended by the Fiscal Commission lieport, protective 
duties on iron and steel products, paper, cotton, piece 
goods sugar, etc , have been imposed by the Government 
of India Ihe customs tariff consists of ad valorem and 
specific duties A duty is ad valorem when the tax is a 
oertaiii percentage of the value of the commodity , it is 
specific when »he tax is levied according to the quantity 
of the commodity as measure ( by its number, weight or 
volume Though the tariff in India is an ad valorem 
tariff, certain commodities auoh as salt, kerosene oil, 
spirits, etc , are subject to specific duties Customs duties 
today amount to heavy taxation on consumption which 
falls heavily on poor people 

2 Income tax Income tax is a direct tax and it is 
the most equitable, eoonomtcal, productive and elastic 
source of revenue Income tax in India is levied on 
annual looomes of both individuals and companies The 
progressive or graduated principle m the assessment of 
income tax is secured by exempting incomes below a 
certain minimum and by charging high rates of taxation 
on larger incomes In 1916 the scale of progression was 
introdncod, and incomes below Rs 2000 per annum were 
exempted from taxation until 1932 when the taxable 
limit was lowered to Ks 1000 to enable the Government 
of India to meet the budget deficit caused by the dts* 
location of eoonomio and industrial factors m the wake of 
the world economic depression Again from 1936 incomes 
below Rs 2000 per year were exempted from taxation 
The Income tax (Amendment) Aot 1939 has been 
designed to prevent evasion of income-tax, to stop up 
the loopholes and to give some celief to many poor tax- 
payers The Aot has introduced the adoption of the 
'slab' system instead of the 'step^ system from 19S9 
Income tax department’s vigilauce saves the Exchequer 
Rs 320 lakhs m 1939 40, but the tendency on the part 
of tho assessees to evade tax by adopting all sorts of 
ruethods continues unabated 
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V/ith effect from April, 194'2, the Government of 
India has raised all the income-tax and super-tax rates. 

(а) Persons havincr an annual inoome exceeding 
Es. 1500 but not exceeding Es. 2000 will become liable to 
tax at 6 pies in the rupee on the amount by which the 
total income exeeds Es. 760. They can, however, dis- 
charge their liability to taxation by depositing 1^/^ times 
the tax ill the Post office Defence Savings Bank. These 
sums will earn an interest of 2Va% but cannot be with- 
drawn till one year after the end of the war. 

(б) To give some relief to persons having incomes 
not exceeding Es. 0,000 an amount of the tax equal to 
^/ 3 °/o of fbe assessee’s income will be funded for repay- 
ment to him after the end of the war. 


(c) Incomes below Es. 1,600 are not taxed. 


Incomes between Es. 1,500 to Es. 5,000 at 15 pies in the 

rupee 

Next Es. 6,000 at 2 annas in the rupee 

Next Es. 5,000 at 3 annas 2 pies in the rupee 

Next Es. 5,000 and above at 3 annas 9 pies in the rupee 
(di Eate for companies and local authorities, whatever 
the income may be, will be 3 annas 9 pies in the rupee. 


Super-tax 


(a) Assesses other than companies : — 



First Es. 26,000 

No tax 



Next ,, 1,0000 

1 anna 6 pies 

in the 

rupee 

Next ,, 2U,000 

3 annas 

7? 

77 

Next „ 70,000 

4 „ 6 pies 

)? 

77 

Next „ 75,000 

6 „ X 

17 

77 

Next ,, 150,000 

7 „ 6 pies 

77 

77 

Next ,,150,000 

9 „ X 

77 

77 

Balance of income . . 

10 „ 6 pies 

7) 

77 


‘ (b) Companies and local authorities : 

1^2 annas in the rupee on the whole income (No 
exempted slab}. 

Prom the above rates we can easily find out that the 
inoidence of the tax proceeds in a fairly even progression 
from less than 2*’/p at one end of the scale to 85% at tl}g 
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other eud of the scale on an income of Rs 80 lakhs and 
above a year 

3 Salt tax and optum teientie The salt tax is an 
old tax being inherited by the British Government from 
its predecessors Before 1882 the rate of the salt duty 
varied from province to province In that year, it was 
made uniform throughout India at Rs 2 per mauiid, but 
was raised to Rs 2 8 in 1888 From 1888 to 1931 the 
rate of the salt duty underwent many changes, and on 
the 30th September, 1931, it was fixed at Rs 19 per 
maund Economically the salt tax is inequitable and 
inconvenient and ethically it ts indefensible in the Indian 
fiscal system Since salt is a necessity of life, the con* 
sumption of winch is regarded as extremely desirable 
from the point of view of the physique of the people, 
any tax on it is sure to impose proportionately a very 
heavy burden on the poorer classes Its immediate re- 
duction or extinction, if it is possible, is long overdue 

Opium IS a fiscal monopoly of the Government of 
India At one time huge quantities of opium used to be 
exported to China, the revenue from this source being 
considerably large But as a result of an agreement 
entered into by the Government of India with China, 
the former decided to stop all exports of opium to China, 
this revenue has fallen considerably at pre'^ent 

4 Excise dutt/ on matches and sugar An excise 
duty of He 1 per gross boxes containing on an average 
40 matches each and Rs 2 per gross boxes containing 
about 80 matches each was levied in the year 1935 8G 
In March, 1941 the duty was laised to Rs 2/8/* per 
gross boxes containing not more than 50 matches each 
Tins tax falls very heavily on the poor people of India 
and It 18 hoped that taxes on such necessaries of life 
would be avoided An excise duty of Rs 1/5 per owt 
on factory produced sugar and As 10 per maund on 
Khandsan sugar was levied to recoup the losses sustained 
due to the fall m the import duty on sugar The excise 
duty on sugar has been raised to Rs 3 per owt in 
March 1940 The duty on Khandsan sugar has been 
reduced to As 8 per owt It is assumed that this will 
pot les'^en ip pujr w^y the pyptwitiop afforded to ih® 
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Indian sugar industry. Part of the proceeds of this duty 
will be utilized for the purpose of assisting the orgauiza-' 
lion and operation of co-operative societies among the' 
cane growers. > 

5. Railways and Irrigaiion. The receipts from non- 
tax revenue source.s also swell the revenues of the 
Central Government. Railways and canals are com- 
mercial undertakings providing a good source of profit to 
the Government. 

6. Posts and Telegraphs. They are commercial 
services undertaken by the Government of India with a 
view to provide cheap and convenient .service. But 
mainly due to economic depression receipts from them 
have fallen like those from the railways and canals. 
They are incurring regular losses, in spite of strict econo- 
my in expenditure. 

Chief Heads of Expenditio e of the Central Government. 
The principal items of expenditure of the Central Govern- 
ment are as follows : — 

GENERAL STATEMENT OF THE EXPENDITURE 
(Budget Estimates for 1941-42) 

Principal Heads of Expenditure In thousands of Rs. 


Direct Demands on the Revenue .. 4,35,87 

Railways: Interest and miscellaneous charges . . 30,91,00 

Irrigation : Interest and miscellaneous charges . . 9,71 

Posts and Telegraphs . . 69,70 

Debt Services •• 12,05,75 

Civil Administration , .. 13,11,43 

Currency and Mint ■ • 97,21' 

Civil Works •• 3,75,82. 

Defence Services • • 84,56,66 

Miscellaneous • • 2,82,25 

Extraordinary Items • • 2,49,50 

Contributions and Miscellaneous Adjustments 
between Centraland Provincial Governments .. 3,04,47 

Total expenditure 1,58,89,37 


1. Direct demands for the cost of collection of revenues. 
They represent the expenditgre inogrred in collecting 
37 ' 
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revfi tiec from customs, income tns, salt, opmn), hud, 
excise, stamp-, etc This Hem eliould be iteptas low as 
possible by ailoptin;; various measures of economy m the 
cost of collection of revenues 

2 (7ona«ercjaZ serpifM This item includes expeiidi'ure 
chargeable to the Qoiumeicial services 'Uie expeudiiura 
on railways is represenied by interest and miscellaneous 
charges on account of capital borrowed for the onstruc- 
tnm and woiking of railways Posts and telegraphs, and 
irngaii>n works a Imimstared by the Central Government 
are Ollier principal heals which account for the expeiidi* 
tuip uijJerc inimercial eeriioes 

3 Dehtchatges A large amount of interest has to 
he paid iinunally by the Government of India on the debt 
tnln-rited from the ICast India Company, and the loans 
raisfdby tlie Central G >verii«nenr, now and then, for 
the development of railways and irrigation proj-ots The 
total debt IS olassi&rd into productive works debt and or- 
dinary or unpioductive debt, and about eighty per cent, 
of the UHtiomd <lebt is eotimated to have been taken for 
productive purposes The national debt seems to be 
large, yet the interest chargeable to this account is not 
felt as burdensome for the S'ate derives a large revenue 
from the undertakingH financed by such loans A striking 
feature of the public debt of India is that a large porimu 
of It has been raised through bterhiig loans, as a result 
of which, a considerable amount of interest is now sent 
to foreign investors 

4 Czvil admintftf ttlion This item has been an 
enormous inorcuse iii public expenditure specially since the 
introductiun of the Refoims The expenditure uiiiler 
this head represents the salaries of the staff of the Central 
Government and the minor provinces — Delln, Ajmer- 
Merwara, Coorg and Baluchistan — which are directly 
administered by the Guveiiimeut of India It also in* 
eludes expenditure on political department, scieutifio 
research, eiliicaitutin! and medioal instiiutions and other 
services included Hi the li-t of central subjects It w 
pointed out by many that Indian Bdministration is the 
cosihesl in the world and the exi-Uug scale of salaries, 
ftUowaiiceSf leaye copcessious aud pensions given to tl?© 
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• officers of the Indian Civil Service is unduly high, con- 
sidering the economic resources of the countr 3 ^ 
reducing all unnecessary expenditure much saving can 
he brought about in this item of expenditure. 

6. Military charges. This head includes expenditure 
on army, navy, air force, strategic railways, harbours and 
defence works maintained in India for keeping the 
country secure from foreign encroachments. This item 
takes away the lion's share of India’s revenues and it has 
been invariably subjected to all sorts of criticism by the 
critics of the Government. In India, the percentage of 
expenditure on defence is the heaviest in the world. 
Even Sir Walter Layton, the Financial Assessor of the 
^imon Commission regarded the expenditure on this head 
as too excessive in view of the poverty of the country 
and its low capacitj' for bearing the burden of taxation. 
It IS suggested that this enormous expenditure can be 
curtailed considerably without losing the efficiency of the 
military services, provided the Indianization of the Army 
together with other possible economies in expenditure is 
eflfected at an early date, but the war has changed the 
entire situation. The Defence budget for 1942-4:3 
amounts to Es. 133 orores and is liklyto increase further, 

(B) Provincial Finance 

As the Reforms Act of 1919 aimed to introduce 
responsible government of a limited character in the 
Provincial Governments, the relationship of subordination 
of Provincial Governments to the Central Government in 
matters connected with public revenue and expenditure 
Was broken and Provincial Governments were for all 
practical purposes made financially independent of the 
central revenues, A clean-cut was made between the 
revenues apportioned to the Central and Provincial 
Governments. 

The chief heads of ‘Provincial Revenues are Land 
Revenue, Excise, Stamps, Forests, Registration, and Irri- 
gation. Besides these, they also consist of income 
derived from Debt Service and Civil Administration. 
The revenue yield from these various sources varies^ in 
different provinces according to their economic condition 
^nd industrial progress. Thus, land reyeiiue, which is 
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an important head of rcvonno m tlio United Provinees, 
Uombay, I^radra<i, tho Central Provinces am! A«sam, 
occnpies comparatively ft less prominent place in the* 
provincial revenues of Bengal becanee tho land revenue 
IS fixed m peipetiiity. As wo have already ssid, the 
Central Government appropriates all tho elastic hourccs* 
of rovoniio of India leaving 01113' those ii^ads to Provincnd; 
Goveriiineiit w''iob aro lughi3 inelastic and decreasing* 
year after year Tho Provincial Government have to' 
look after all the nation-biiildiiig departments such as 
education, agncultnro and industries, sanitation and public', 
liealth, for tho expansion and dovelopment of whieli the- 
eiitire country is clamouring Tho present ssstom of 
allocation needs to bo revised particularly tho item of 
Income-tax of which a major portion should go to the 
Piovtnces. 

Chief Sources of Revenue of the Provincial Goveromenls 

1 . Land lieienue. It t$ tho biggest sourceof income of 
tlie Pioviticial Governments In spito of au increase in tho ‘ 
amount of land revenue It cannot be relied upon as au^ 
elastio source of revenue On tho other baud, it, not infre* ’ 
quently, proves an uncertain source of revenue in times of 
the failure of tho Monsoons when remissions and snspon** 
siotis of land revenue have to be made by the Government, i 
entailing a heav}* loss of revenue. But there seems to be 
no possibilit}' of furtlier inoreaso owing to a heavy fall im 
the prices of agricultural products It is pointed out byl 
critics that rigidity of land revenue collection without^ 
any due regard to the prices of agricultural products and 
the yield of the land which shows variations from year to 
year according to the amount of rainfall and other, 
natural factors affecting agriculture, leads to many an* 
adverse economic eileots 011 the peasantry of India. .Again, r 
It falls more heavily on the poorer landholders than on the 
rich ones because of the complete absence of progressive 
principle in land revenue assessment. It does not satisfy^ 
many of the canons of taxation. 

2 . Excise. Excise is a tax levied on commodities, 
produced within a country. The excise revenue is obtained 
from the sate and manufacture of intoxicating liquors, > 
hemp, drugs, toddy and from thp fees for theif jsalpi 
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General Statement; of Revenue and, Expenditure of the 
United Provinces for 1941-42 



in 


In ~ 

Income ' 

Lakhs 

Expenditure 

Lakhs 


oLRs. 

of Rs. 

Other Taxes on Income 

65 



Land Revenue 

6,27 

Cost of Collection 


c. 

1,28 

(Direct Demand on 


Excise 

Revenues) 

1,43 

Stamps 

1,35 

General A.dministration 

1,42 

Forests 

65 

Jails and Police 

1,24 

Rec[istration 

9 

Education 

2,23 

Irrigation 

1,86 

Irrigation 

1,19 

Administration of 


Administration of 


Justice 

13 

Justice 

71 

Jails and Police 

18 

Agriculture 

83 

Education 

15 

Medical and Public 


Medical and Public 


Health 

39 




Health ... ... 

9 

Industries and Co- 


Agriculture ... 

13-6 

operation 

30 

12-5 

Civil Works and Roads 

27 

Motor tax 




Interest, Sinking Fund 


Industries .and Co* 

9'4 

and Debt ... 

73 

operation ... 

I 

68 

Civil Works 

27 

Deposit and Advances 

Interest and Debt 

.17 

Capital Expenditure 
charged to Revenue 

1,81 

Service 



76*5 

Miscellaneous' 

2,33 

Deposit and Advances 

, - - 

• * “ 




- - ‘ 


Total . 

15.56 

Miscell ineous including 
-Subsidised Railways 

120 

■Closing balance 

i.u 

Total 

i^.se 

Opening balance 

i.'Sl 

Grand total 

17,1/ 

. . Grand total 

17.17 

* 
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an important Jiead of rovoniio in tho United Provinces, 
IJoinba^, Ifailras, tho Cintra! Proviitces and A-'suin, 
occupies comparatively a less prominent place in tho 
provincial rovenues of Bengal bocau«o tho Irik! rovenuo 
IS fixed m perpetuity Aa mo have already sanl, the 
Central GoverniiiMit appiopn ite« all tho elastni hourcos » 
of rovomio of Iinlia leaving only tlioso heads to Provincial i 
Goveriiinont which are highl\ inelastic an<l tli creasinjr * 
jenr after jear The Provinenil Ooveriiment Jiaie to 
look after all tho natioii»huil«liiig departmoiitB siioli as 
ediicaiion, ngrionlturo and mdusiries, sanitation and piihito > 
h( ilth, for tho expansion and tloxelopiin nt of which tho v 
entire country is clamouring Jlio prtRont B^slom of 
allocation needs to bo roiiRed particularly the item of 
Incomo'tax of which a nia]or portion should go to tlie'i 
Piowncos 

Chief Source! of Revenue of the Provincial Government! 

1 Land Itfientie It is tho biggest sonrcoof income of 
0 ProMiioial Go%crnmont8 Inspitoof an inorensoin tho 
3Unt of land roionuo it cannot bo relied upon ns an’ 
jiastio source of roi enuo On Iho other hand, it, not mfre* 
qtiently, proves an uncortam sourco of rovonuo in times of 
tlio failuic of tlio Monsoons when romi«sione and snspen- 
sions of land revenue have to be made by tho Government,! 
entailing a hcav} ]o«8 of rovenao But thoro seems to bo 
no possibility of furtlicr inoreaso owing to a heavy fall im 
tho prices of agricultural produots It is pointed out by! 
critics that rigidity of laud revoiiuo colleotiou without 
any due regard to tho prices of agricultural products and 
tho yield of the laud which shows variations from jear to 
jear according to tho amount of rainfall and other 
natural factors aflecting agriouifure, loads to many an . 
adverse economic effects on tho peasantry of India Again,! 
It falls more hoavilj on tho poorer laiidholdors than on the 
rich ones because of the oompleto absonco of progressive 
principle in laud revenue assessment It does not satisfy^ 
many of the canons of taxation 

2 Excise Excise is n tax levied on commodities 
produced within a country Tho excise revenue is obtained 
from tho sale and manufacture of intoxicating liquors, i 
hemp, drugs, toddy and from the fees for tUcir ^alpi 
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General Statement of Revenae and Expenditure of the 
C P and Berar for 1941 42 


Income 1 

In 

Lakhs 

ofRs 

Expenditure 

In 

Lakhs 
of Rs 

Other Taxes on Incomel 

21 

Cost of Collection 




(Direct Demand on 


Land Revenue 

250 

Revenues) 

67 

Excise 1 

60 

General Administration 

70 

Stamps 

40 

Jails snd Police 

68 

Forests 

h4 

; Education 

54 

Registration 

5 

1 Irrigation 

7 

Imgation 

10 

Administration cf 




Justice ' 

26 

Administration of 1 




Jastice 

6 

Agriculture 

15 

Jails and Police 

4 

Medical and Public 




Health 

2d 

Education 

7 



Medical and Public i 


Industries and Co 


Health . 

3 

operation 

8 

Agtvcu.U'ite ' 

4 

Cwtl WotUs and Road^ 

51 

Motor tax 

6 

Interest and Sinking 




Fund 

43 

Industries and Co- 




operation 

1 

Debt Deposit and 




Advances 


Civil Works 

10 





Capital Exp charged 


Interest and Debt 

4 





to Revenue 

3 

Debt, Deposit and 




Advances 

5 

Extraordinary Exp 


L iscellaneous 

20 

^ iscellaneous 

73 

Total 

’ 510 

Total 

510 
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General Statemeni: of Revenue and Expenditure of the 
Punjab for 1941-42 




mnm 


In 





Lakhs 




ofRs. 

Other Taxes on 

Income 

36 

Cost of ■ Collection 


Land Revenue 



(Direct Demand on 


... 

2.97 

Revenues) 

91 

Excise 


1.(6 

General Administra- 


Stamps 

« • • 

68 

tion ... ... 

1.21 

Forests 


31 

Jails and Police 

1,70 

Registration 

! 

« a « 

8 

Education ... ... 

1,66 

Motor tax 

... 

14 

Iriigation 

1,63 

Irrigation 


4,92 

Administration of 
Justice 

53 

Administration 

of 


Agriculture 

67 

Justice 

9 

Jails and Police 

• « • 

7 

Medical and Public 
Health 

78 

Education 

• • • 

21 

•Industries and Co- 


Medical and 

Public 


operation 

55 

Health 

... 

17 

Civil Works and Roads 

1,40 

Agriculture 

... 

30 

i 

Interest and Sinking 


Industries and Co- 


Fund 

15 

operation 

... 

16 

Dr-bt, Deposit and 


Civil Works 

... 

39 

Advances 

13 

Interest and 

Debt 


Capital Exp. charged 


Service 

... 

4 

to Revenue 


Deposits and Advances 

16 

Extraordinary Exp. 
Miscellaneous 

16 

1,80 

Miscellaneous, 

... 

1.17 


■ 

Total 

. J 

13,28 

Total 

13,28 
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. General Statement of Revenue and Expenditure of the 
Bomba; Province for 1941-42 



in 


In 

Income 

Lakhs 

Expenditure 

Lakhs 


of Rs. 

ofRs. 

Oihej taxes on Income 

S9 

Cost of Collection (Di- 


Land Revenue 




3,33 

Revenue) ... 

1,74 

Lxcise 

2,06 

General Administra* 


Stamps . • 

1.29 

tion 

83 

Forests 

41 

Jails and Police 

1,79 

Registration 

14 

Education 

2,06 

Irrigation 

38 

Irrigation 

42 

Administration of 
Justice 

16 

Administration of 
Justice 

66 

Jails and Police 

14 

Agriculture 

24 

Education 

17 

Medical and Public 
Health ... 

90 

Medical and Public 
ilealclt ••• 

53 

Industries and Co- 

21 

operation 

Agriculture 

9 

Civil Works and Roads 

1.27 

Motor tax 

42 

Interest, Sinking Fund 


Industries and C " 


and Debt 

1,74 

operation 

9 

Miscellaneous 

1.66 

Civil Worl s 

58 



Interest and Debt — 

68 



MisctlUneius 

2.21 



Tot>I 

IJ.57 

Total 

1 .rid 

Opening balance 

41 

Clo'^mi balance 


Grand Total 

ld,£8 

Grind total 

13,98 
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jicences. Excise duties vary from province to proviiice. 
The income from this item has been stationary or 
diminishing in some of the provinces due to a restrictive 
policy of the Government and the increasing prejudice 
being manifested against the consumption of drugs and 
liquors. 

3. Stamps. Stamp revenue is derived from two 
classes of stamps, judicial or court-fee stamps and non- 
judicial or commercial stamps. 

4. Forests. They are an important asset of theProvincial 
Governments. The revenue is obtained from the sale of 
limber and other forest produce, grazing fees and licence 
fees for permission to extract for sale firewood, charcoal, 
bamboos, canes and minor forest produce. There are 
.prospects of securing a good revenue from forests, if they 
are properly conserved and exploited. 

5. Registration. The revenue is mainly derived from 
registration according to the value of the documents 
registered. The registration is compulsory in the case of 
certain documents relating to gifts and transactions of 
immovable proper!}', and optional in the case of others. 

6. Irrigation, ilo.'^t of the ^canals are under the 
direct control and management of the Provincial Govern- 
ments. The revenue is derived from the water-rate 
imposed for the water supplied to the cultivaions for 
irrigating their crop.«. The jiel jtrofits derived from 
irrigation constitu'e an important source of revenue in the 
Punjab, Madras and the United Provinces. 

7. Schedule taxes. The-e are taxes which the Pro- 
vincial Governments may iiuix'seat their discreiif>u since 
tlie Reforms, without the previou-: sanction of the Governor- 
General. 

Chief Heads of Expenditure of the Provincial Governments 

The expenditure of ttie Provinent! Govern ra.--utsi.- appor- 
tioned into i wo heads con espoiiiling to tl)e‘'re'.ei ved’ dt-pan- 
lueiits and iransferred departiueiirs ot the Government. On 
tlie “reserved’’ side the chief items of expenditure are 
Direct Demands on the Revenue, General .4diuiiiistratMn, 
Police, .Jails and Justice. On the “transferred” side the 
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chief items cf expenditure are Education, Medical Helief, 
Public Health, Civil Works, liiduatries and Agriculture. 

1 Direct demand^ on revenue This item represents 
the cost of collecting land revenue, excise, forests, stamp 
duties and registration fees lu the United Provinces this 
item represents about 10 per cent of the total expenditure 
and needs reduction bj? observing strict eeouomies, 
in many directions 

2 General The expenditure under 

this head has increased enormonsly with the inauguration 
of the Betoims It implies expenditure chargeable to 
headquarter’s establishment of ihe |>rovinoe, the revenue 
e-<tabUHhment and a part of iho oO'«l of magistracy A. 
considerable economy may be efffOietl by bringing down 
the scale of salaries, allowances, pensions, etc , granted to 
superior staff and by other possible economies 

3 Police Reoeiitlj, there has been wi'iies^ed a 
rapid increase under tins head duo to the increase lo 
crimes and other terrorist activities Although a reduo* 
tion in police expciiditiiio is greatly do'^irable, in the 
fervour of economy, the effioifiicy of police force for 
eiisuriug the peaceful <etate of the country ehould not be 
lost sight of 

4 Education The expenditure on this item lias of 
late shown some inipro\emeni but it is extremely in- 
adequate considering the vu'-t illilprncy of the people. 
Means aliould be devised, euni»}iow or the other, to in- 
crease the revenue or reduce expeiiditnre in other direc- 
tions BO that larger funds may be aiiucated to this neoes- 
eary head, ftir bringing enlightenment among the masses 

6. Medical leli-f and public lieaUh Foi preventing 
the oorroOnig lufloMioe ot the destrn live ihseasts aud 
improving the geneial physiqiie of ihe people the im- 
p •rtaiioe of this head cannot be over-emphasized Gon- 
Kider ng the plelhora of diseases and the notoruusly 
ti) healthy and insanitary tracts in the couiitry, the ex- 
penditure on this department ueeds an immediate ez- 
pansii>ii 

6 /ndiisfftes The Provincial GovcrniueiUs are 
generally averse to spending any substautial amount on 



PUBLIC FINANCE 58? 

this head as any increased revenue, mainly due to the 
efforts and monetary sacrifices of the Provincial Grovern- 
ments, will go to the Central Exchequer in the shape of 
revenue realized from income-tax head. 

(7) Agrictilture. Considering the importance of agri- 
culture, the expenditure under this head is ridiculously 
small and whatever it is, a large portion of it is frittered 
awa 3 ' in the absence of any definite and steady agricul- 
tural policy and co-operation between the difierent allied 
departments. As soon as the fi.nances permit greater 
resources should be made available for agricultural 
developments, and the amount should be spent with 
definite view to bring about amelioration in the hard- 
pressed conditions of the peasantry. 

(C) Local Finance 

Besides the Central and Provincial Governments, there 
are various public bodies like municipalities, district 
boards, local boards, village unions, and port trusts which 
are usually known as Local Bodies They have been also 
empowered to raise revenue from taxes or rates for the 
discharge of functions committed to their control and 
supervision. These local bodies are subject to the 
authority of the Provincial Government in a variety of 
of ways. 

The importance of local finance in modern times of 
growing political consciousness and rising spirit of 
nationalism has been recognized in all the progressive 
countries of the world, ilainly as a result of the spread 
of enlightenment among the masses and their keen grasp 
of a sense of consciousness in respect of their rights, a 
demand for Self-Government has persistently arisen 
everywhere. With the growth of rising democracies and 
the assumption of increased functions by the Central and 
Provincial Governments, the need for relegating some of 
the functions to the local bodies has been definitely 
recognized for securing efficiency in public administra- 
tion and sufficiency m public services. It is essential 
that these local bodies should be given a free hand in 
tapping some new sources of revenue. Local opinion is 
strongly in favour of indirect as opposed to direct tax- 
ation for municipal purposes. Some of the Boards have 
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recently imposed a tax on cirotnnstances and property^ 
The U P Grovernmont has passed the Motor Velnoles 
Taxation Act in 1936, to realize money to pay grants to 
local authorities for construction, improvement and main- 
tenance of roads 

The number of mnnioipahties is about 780 m India 
and their total income averages Rs 38 crores 'iho total 
income of all District Boards and Port Trusts js Es 16 
crores and Es 1 6 crores respectively 
The Functions of Municipal Boards 

The mumoipahties m India aro entrusted with various 
duties and diverse functions connected with the Town 
Government Die functions are classed under four mam 
heads — (t) Public Safety, itt) Health, {ill) Convenience and 
(m) Instruction There are ceitain obligatory duties such 
as lightiug, watering and scavenging of publio roads and 
streets preveutioii and control of epidemics by improving 
the general sanitation of the town , public vaccination 
and luooulation whenever small pox, cliolcn oi plague 
breaks out, checking of public nui«aiices protection 
against conflagrations regulation and abnteireiit of 
olfensive or injuriyus iiades and prectici.s , removal of 
refuse from public plaoes , construction and maintenance 
of streets road-*, culverts buildings, md^ket^ slaughter 
houses, latrines drainage and sewage works, tanks, drams 
and wells , establishment of public liospitals and dispeus- 
anes and provisions of primary education 

Certain duties are optiunn) If their flnaiices permit, 
finunicipalitie's may underfal e the Iiymg out, construction 
and pavement of new «ir ets and i nds Tor the public 
recreation, ainnsemeut, piili_liteiiiii lit an I for the beaiitifl 
icatioii of the town at largo tli y may provide publio parly, 
tgarderi«, gviontt^nims, sviuimiii,. liatlis plaj-grounh 
inuseum«, libnriii and other lublit biiil hugs Ih^y 
may also iimlertnko other puhli utility s-i\ices, orgaiiizo 
pxhiliitiuH, 0 dl rt v^ihI statistKS provide mat luyy 
homes and c)m[)uUory cdmniioii j 

Sources of Revenue of Municipal Boards ^ ^ * 

1 lie prtnoipa] soiircta iliuiiicipal revenue maybe 
olassifled under five head'* 
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1. Taxes and Rates. Under thi.5 item the income is 
obtained from taxes on land and buildings, animals and 
vehicles, professions, trades and callings, tolls on roads, 
ferries, and- octroi' duties ou articles of consumption 
entering' the town. Rates are also imposed in return 
for the services rendered such as [i) a water-rate, (ii) a , 
lighting rate, and {Hi} con.servancy rate.s. ' 

13. Realisations tinder special Acts. This head includes 
income from pounds, hackney carriages, licences for the 
sale of spirits and drugs and other sources. 

3. Revenues from municipal property and ptoicer. A.^ 
major portion of revenue is raised from rents of lands, - 
liou.ses, sarais v vest-houses) under municipal possession, 
from the sale proceeds of lands and produce of lands, 
from municipal markets and slaughter-houses, from 
conservancy receipts, from educational and medical fees, 
ftom fines aud registration fees and from licence fees for 
parts; 

Grants and Contributions. The income of municipa- 
lities, is often supplemented by grants from the provincial 
revenues. - 

1 ' 5., Miscellaneous. This item implies income from 
fextraordinary sources, such as interest on municipal invest-' 
ment, etc. Municipal boards also borrow funds from the 
Pf 6 viuciaf 'Government or in the open market on the 
security of t-heir revenues. 

District Boards and their Functions 

The duties and functions entrusted to district and local 
, hoards in rural areas are parctically the same as those of the 
municipalities in urban areas, allowing for the different 
environments and requirements of town and country. ' 
ITbejr main duties may be classified thus : — 

1. The management and sup'efvlsiou of all property^ 
vested in the District Board, " 

o. -2.- The construction, maintenance and improvement ^ 
.of public roads and other means of communication, 
t-: ,3.* The establishment and maintenance of hospitals, - 
dispensaries and rest-houses. . , , 

■' k' The' pro-vision of drainage and water supply. 
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St&tement o{ lacome And Expeoditure o{« 
Maoicipal Board 


Heads of Income 

Rs. 

Heads of Expenditure 

Rs. 

J, Rates and 


1, General Adnuntstra 


Taxes-^ 


Uon and collection 


Octroi dutve® 

3.26.128 

charges-^ 


Taxes on animals. 


General adminis 


lands, buildings 


tration . . i 

92 391 

and vehicles 

58,172 

Collection of taxes 

22,530 

2. Reattzattons under 


Collection of tolls 

19,941 

'Icia — 


R'-lunds 

34.004 

From pounds and i 


2. Public safely — 


hackney carnages ' 

5,321 ' 

Lighting 

42.8(S 

From Licences for i 


1, Pu&Itc Health and 


the sale of spirits i 

1565 

cinoertiettce— 


From other sources 

5,137 1 

Water supply ... 

1.533 

S, Revenue front ^ro- i 

JJraina;e . . 

19.562 

Pert^ and power — 


Conservancy 

32,530 

Kents of lands. 


Health (Officers, 


houses, sarais . 

1 16.532 

etc) 

1 24,345 

Sale of lands and 


Hospitals and Dis> 

produce ... 

, 4.312 

pensanes 

, 16.905 

Conservancy receipts 

' 11,335 

Other charges ... 

1 15,373 

Fees from market 


1 Public works and 


and slaughter 


Roads ... 

■ 67,531 

houses 

3 267 

4, Pi«6Iic /nstructions 

Copying fees . . 

1,202 

Schools and Col 


License fees on 

leges 

31,482 

carts 

4.503 

Contributions 

9.505 

Fines 

7903 

, Libraries, museums, 


Premium on loans 
4, Grants and conirt 

! 1,361 

j etc., 

Htscellaneous— 

5.472 

buttons^ 


Priming and law 


From Government 


charges 

7.340 

for education ... 
S, Mttcellaneous— 

17,732 

Other Items 


0 her Items 

8,035 

6. Hx^raordinarai debt 


6, Extraordinary debt 

and deposits 

12532 

and deposits-^ 

7,372 



7^ Opening Balance .. 

12,821 

7. Closing Balance 

36,946 

Total 

4,92.700 

Total 

4.92.700 
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5. The improvement of general sanitation. 

6. The construction and maintenance of markets. 

7; The proviision of education, 

8 The planting and preservation of trees on the 
roads under the control of the District Board. 

9. 'I'he provision of relief during periods of famine 
and scarcitj’. 

10. Besides, these other function.s, such as the orga- 
nizationof public fairs, agricultural shows, industrial exhi- 
bitions, construction of embankments and the supply of 
water for irrigation facilities may be also undertaken. 

Sources of Revenue of District Boards 

The major portion of revenue of district boards consists 
of rates and cesses levied upon agricultural land in 
addition to land revenue. They are also empowered to 
inipo.s6 taxes an compar/ie.s and professional men. Other 
sources of income are pound receipts, tools on vehicles, 
ferries and bridges. A good deal ot income consists of 
contributions from the Provincial Q-overnment either as 
annual garnt-in-aid for particular services, or capital sums 
for specific work of construction. Receipts from markets, 
shops, and other properties considerably swell the revenues 
of the district boards. 

Progress of Local Bodies 

There are at present about 800 municipalities in British 
India with something over 2,10,00,000 people within the 
limits of these muuicipalities-roughly 710 have a population 
of less than 50.000 persons. The number of district boards 
in the country comes to about 207 with 684. sub-district 
boards besides 455 Union Paucbayatsi n Madras. The total 
annual income of municipalities amounts to Rs. 16 crores, 
■whereas that of district boards stands about Rs. 12’5 crores. 

It is held by many that the progress of local bodies 
has been very slow and disappointing. It is contended 
that the type of administration and activities of the 
local bodies of progressive countries is conspicuous by its 
absence in India, The sanitary administration is 
inadequate and municipal cities represent a scene of 
haphazard growth without any .sense of civic beauty and 
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IMPORTANT ECONOMIC AND INDUSTRIAL 
WAR MEASURES 

"On Active Service,” "Grow more food," "National 
needs must come first," “Travel only when you must," 
"Petrol Rationing,’ "Use less paper," “Economy Drive" 
and such other countless slogans blazoned in all con- 
ceivable manners at oaob and every place of importance 
testify to the one important and inoontestible fact that 
the impact of the second world war, though the actual 
warfare is still beyond the Indian frontiers, on the 
ecouotaio, ooramerctal and ludustnal structure of the 
country has been so great as to demand the entire re- 
sources of the country in the best possible manner for 
the successful prosecution of the war Two and a half 
3ears of war has changed the economic face of India 
aud though India still remains essentially and primarily 
an agricultural country, she now manufactures diverse 
articles which were never before manufactured here and 
to a considerable extent now fulfiN, excepting motors, 
air craft and big ships, her war requirements 

Due to the immense potential resources of the country 
and an inexhaustible supply of man power for the fighting 
forces and also because the country is being kept immune 
so far from an enemy threat, and due to cutting of! of 
the supplies from and to the Colonies and Dependencies 
m the Far East, India, with the rapid progress she is 
now making in the industrial field, has now become the 
arsenal of the East A variety of measures have been 
adopted by the Government of India for the important 
problem of keeping the vast army, stationed at the outer 
bastions of India for defending the country and the 
strategic points of the Empire, being regularly and 
freely supplied with the smews of war, lu order W 
594 
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keep up the morale of the civil population and sustain 
the health and spirit of the people as also to provide 
them with .enough necessities of life the Government of 
India have ’taken numerous steps. 

The war has brought us many onerous responsibilities 
and has pojntedly drawn our attention to the task of 
speeding up and extending the industrial development 
of fhe country. The colossal war demands from various 
countries which have been successfully met by the Indian 
manufacturers have demonstrated 'iu a practical manner 
that the existing industries of India are on a road lead- 
ing to a high state of efficiency and that given the 
necessary facilities India in a very short time may become 
second to none amongst the industrial countries of the world. 

It is a well-known principle of Economics that war 
accelerates trade and oils the wheels of industry. The 
first repercussions on the outbreak of war are manifest 
,in the upward trend of prices ; wild rumours regarding 
the vicissitudes of war lead to a terrible amount of 
speculation ; upsetting the market equilibrium ; with the 
rise in prices industry begins expanding its activity ; 
.agriculture sets in a prosperous period and larger culti- 
vation of crops begins and trade becomes more brisk. 

In the limited space, it is difficult to review the 
growth of trade, commerce and industry in India since 
the outbreak of war, but a very brief description is given 
below in order to apprise the student with the important 
economic and industrial measures adopted, and schemes 
initiated, bj the Government of India for meeting urgent 
war needs in various theatres of war for its successful 
conclusion. 

‘1, Produce more Food and other Materials 

The present armageddon is very much difi’erent from 
all previous wars inasmuch as colossal amount of destruc- 
-tion of stores and equipment not only earmarked for 
the armed forces but also 'necessary to keep body and 
soul of the civil population together, and wholesale 
desolation of towns and cities, can be effected by 'an 
enemy, several hundred miles away from the actual 
theatres of ^yarfare, by aerial bombardment, besides the 
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loss of war matenal sustained in the torpedoing aud 
sinking due to enemy aotmn of supply and transport 
vessels As such, the present war requires greater pro 
duotive etforts over and above the military and civil 
requirements during the war 

Food IS a weapon against the enemy just as powerful 
as munitions, and food will continue to be a weapon lu 
all efforts towards ensuring a more orderly, prosperous 
and peaceful world In a total war like this, the possi 
bility of food shortage is to be avoided at all costs by 
all practical means because of the demoralization and 
discontent it may create in the civil population and also 
because an army marches on its stomach 

The variety of raw materials required by the war 
industries may differ widely from normal peace times 
output Besides the raising of a variety of raw materials 
requued for the war, an energetic drive is also now taken 
for the production of more food crops m view of the 
recent food shortage experienced actually in some of 
the provinces of India The present food shortage 
problem is very much differont from that experienced 
at any previous time which was either due to scarcity 
or general failure of crops The present food shortage 
has been caused due to the growing demands for wheat 
for the fighting forces inside and outside the country, 
the complete cessation of nee imports from Burma to 
the extent of over million tons annually representing 
about 3®/(i of the total food production of tlie country, 
the lack of quick transportation of foodstufis from the 
regions of plenty to those of scarcity as the railways 
are very heavily overworked especially at the present 
time in military transports, and lastly due to the with- 
holding of stocks of food grama for sale by the traders 
in the expectation of securing better prices 

The Government of India realizing the growing food 
shortage convened a Pood Production Conference in 
April 1942 at which were invited the representatives of 
Provincial and States Governments to discuss and for- 
mulate a practical programme for preventing any food 
shortage in any area during the war and launching e, 
“Grow More Food” campaign 
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_ It will be better to explain here that the “Grow Mora 
Food” campaign does not contemplate any large schemes 
of farming involving large capital outlay but it is 
concerned more with the immediate task of expanding 
area and output of foodstuffs which are deficient in sup- 
ply' in the country by curtailing the area under com- 
mercial crops such as short-staple cotton, groundnuts 
etc.-, which have now become uneconomic due to the 
inavailability of facilities for their exports to other 
countries. 

It is authoritatively realized that expansion of acreage 
ujider food crops in lands which have become surplus for 
the production of commercial crops will not lead to any 
fall in prices of foodstuffs but will help to build up 
reserves of food stocks against the rainy day. The in- 
tention is to transfer some lands of doubtful economic 
productivity to the cultivation of food grains and to 
plan production of food crops in such a manner as to 
bring about regional self-sufficiency by bringing under 
cultivation even marginal lands and increasing yield by 
intensive cultivation with the application of better 
manures and improved methods of cultivation. The ques- 
tion of introducing new economic crops in India has also 
been discussed. 

The responsibility of conducting "Grow More Food” 
campaign has been entrusted to Provincial and States 
Governments whose duty will be to ascertain the position 
in respect of deficits of food grains likely to be experien- 
ced in their respective regions and then to devise efiective 
wa 3 's and means for inducing the cultivators to make 
good the supply of deficient food grains. The Govern- 
ment of India are also considering the question of 
guaranteeing minimum prices of food grains in order 
to insure the better interests of the cultivator. 

The Government of India have' constituted a Central 
Food Advisory Council as recommended in April 1942 
by the “Grow More Food” Conference which will include 
representatives and special officers of the Government, 
representatives of the two Chambers of Co mm erce, 
two growers’ representatives, a zamindar and a planter. It 
is pointed out that the principal functions of the Council 
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would be to pool, study and diesemiuate all available in- 
formatiou regarding food and fodder production, to plan 
on an all India basis the food and fodder production 
programme for different regions, and to advise the 
authorities re«pouaibl6 on the equitable distribution of 
available food stocks 

Since food production has become one of the vital 
major economic problems of the day, it is high time that 
the Provincial and States Governments initiate a bold 
economio policy m removing all sneh handicaps which 
run counter to improvements in agriculture 'Ihe possi- 
bilities of extensive and intensive cultivation are to be 
thoroughly discussed and remedial measures against rack 
renting, forced labour, illegal excessive burden of debts, 
excessive fragments of the holdings, wlncb might prove 
detrimental to improvements in agriculture, are to be 
adopted in time, and the actual tiller of tlie soil is to be 
a«8ured of the extra profits calculated to accrue from " 
the extra application of his labour and capital 

Boughly, It IS estimated that llirongh the combined 
efforts of the Central, Provincial end Slates Governments, 
an extra 70 lakhs acres of land will be brought under 
food crops during the ensuing Kliarif and Babi seasons 
in order to raise an additional 17 lakhs tons of wheat, 
rice, bajra and jowar It is gathered that tlio propaganda 
work to improve the growth of foodstufi’s has received 
good support from the Provincial and States Govern- 
ments, people who are now working for larger production 
of food grains will be definitely helping the National "War 
Front movement by safeguarding the vital food front 

During war time a large variety of foo 1 supplies la 
requisitioned by the Army and Defence Services and 
much capital and labour is diverted to meet thia im 
portent demand for the fighting forces The Imperial 
Council of Agricultural Research has encouraged research 
work in India to design proper methods of preservation 
and transport of milk, milk pioduct«, animal products, 
poultry and other essentia! food material 

The demand for milk and milk products, like milk powder, 
cheese and butter aud condensed milk, which are easy to 
handle and convenient to transport during active opera- 
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tions, has greatly increased as a result of the heavy 
reijuirements of the Defence forces. Previous to the 
outbreak of the war most of these articles used to be im- 
pbted from outside countries some of which are now 
enemy countries and the rest of them have either to meet 
their own increased demand for such articles or facilities 
for importing the same from such countries are not avail- 
able. In order to meet the increased demand and the 
shortage of imported milk products, cheese making and 
condensed milk making factories have been set up as a 
war emergency measure and India is now exporting large 
quantities of condensed milk, butter and cheese to fighting 
forces abroad. 

Ghee is equally a nutritious item in the diet of Indian 
troops and is in much demand at the present time. The 
Military Ghee Heating Centre at Agra handled 2,213 
tons of ghee in 1938-39 and very larger quantities in 
subsequent years. Good work is being done by the 
Agricultural Marketing Department of the Government 
of India under their AGMARK seal and researches are 
being carried out at the Imperial Dairy Institute, 
Bangalore, in the methods of making ghee more econo- 
mically and producing a better quality product. 

The present war has also been responsible for the 
development of poultry industry in India. In view of 
larger demands for the poultry products, two schemes 
have been sanctioned for research in poultry breeding 
and improvement of poultry for table purposes. Poultry 
disease investigation officers have been appointed in the 
various Provinces and States for researches in and control 
of poultry diseases in close collaboration with the Poultry 
Research Section of the Imperial Veterinary Research 
Institute. Indian eggs are now exported abroad and it 
is expected that the scheme relating to the preparation of 
poultry products for export, such as dried eggs and 
frozen' eggs, etc-, will shortly be taken up at the Poultry 
Research Section, Imperial Veterinary Research Institute, 
.I'zatnagar, Bareilly. 

In the present mechanized warfare where huge armies 
carry on' mobile operations- with great fluidity at great 
distances’ from their base there has arisen an insistent 
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demand for nutritious canned and dried foods The 
Supply Department created a Food Directorate m 1940 
lu order to secure easily transportable canned and proces* 
sed foodstuffs for the Army and much research woik iii 
this direction has been done at the Punjab Agricultural 
College, Lyallpur 

Large quantities of dehydrated potatoes, canned to 
matoes and other vegetables, dried aud canned fruits am! 
other such foodstuffs have been already supplied to the 
troops serving outside the country Several potato 
chipping factories have been set up by private indivi- 
duals to supply potato chips to the Army 

The question of canned fish and the shortage of coil 
liver oil in this country is receiving the attention of the 
Government, and efforts are beiug made to develop the 
fish canning industry aud the manufacture of fish oils 
from the shark and saw fish which ere considered to be a 
good substitute fur cod liver oil 

Over 24,78,000 lbs of biscuits produced in India 
have so far 1 een supplied to the Defence Services against 
heavy demands received Irom abroad 
2. Industries harnessed to war seeds 

The paramount need of the moment is to geat the 
industries of this country to the war effort The soldier 
of today requires numerous articles to bring him and 
keep liim up m the field Considering liuiias limitle^ts 
re<iource«, our war industries are still in their initial stages 
of improvement The systematic steps taken by theSupply 
Department to harness the economic and industrial 
resources of the country for the inazimum war effort 
have enabled India to obtain a very prominent position 
as the supplier of multifarious war stores to several 
theatres of war 

The war requirements are colossal and comprise over 
fifty thousand articles, out of which India is supplying 
vv- wWle. o-t VO. ba meeA. vta awn fiawLe.o.d'’. a.'', os. 

those of the Eastern Group Supply Council over 37,000 
articles. 

On account of virtual cessation of import of cotton 
textiles from Japan and of the redueeil import from 
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England) Indian mills Hava had to maat both tha haavy- 
demands of tha military as well as the civil population. 
In view of the inability of the Indian cotton mills to 
cope with the increased demand, the Government of 
India have permitted in all cotton spinning and weaving 
mills throughout India an increase in the weekly hours 
of work from 54 to 60, — overtime remuneration being, 
paid according to the provisions of the Factories Act, 

The largest expansion has been witnessed in the 
output and supply of textiles and practically all the 
cotton textile materials required for the Army are now 
being secured from the mill and handloom industries. 
As a supplier of clothing, Indian mills can take a justifiable 
pride in their achievement. Since the outbreak of war 
India has supplied about 5 % crores garments and 
production is being speeded up in order to meet the 
expanding requirements. Under the Supply Department 
there are now J1 clothing factories as compared with 
only one at the beginning of the war. 

Camouflage nets made of strips and ribbons of jute 
cloth have been supplied in large quantities and the total 
output this year is estimated to be about 10 lacs for the 
Defence requirements and considerable war orders for 
sandbags^ and hessian packing have been successfully 
met by the jute industry. Flax cultivation has been de- 
veloped in ifibar by the Supply Department in co-opera- 
tion with the Provir.cial Government and it is hoped that 
in years to come this new industry will assume an 
important role in the industrial development of the 
country. 

The Government of U.S.A. sent a Technical Mission 
to India- to examine and report on the possibilities of 
American assistance towards industrial development of 
India. The aim and object of this Mission was to devise 
ways and means of increasing war production programme 
in India. It was not the intention of the Mission to 
help American industrialists, as it was at one time 
erroneously understood, in establishing factories in India, 
but their sola desire was to determine the courses in 
which the available potential resources of the country 
could be utilized to the maximum for the production of 
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for Indian timber and woodware, chiefly for the Army 
and the railways, and so far the Supply Department has 
made purchases exceeding Rs. 13 crores. During the 
current year the value of purchases is likely to go higher, 
as much larger demands are anticipated. The Forest 
Research Institute, Dehra Dun, is carrying on many 
researches in Ending out local substitutes or supplies of 
articles which used to be imported before the commence" 
meut of the war. As a result of researches carried on In- 
dian woods have been found suitable in aircraft construc- 
tion and large quantities of Indian aircraft quality spruce 
are now being used in aircraft construction. Indian 
bamboo poles are being tried in the aircraft works to 
replace Japanese bamboo poles. Fibre-board cases for 
packing petrol tins, army boots, ghee and other articles 
have been designed for the Army requirements. 

The possibility of further expanding India’s capacity 
for the manufacture of army boots to meet the growing 
demand is at present under consideration. It is estimated 
that the capacity for machine-made boots can be increased 
to 6 Vs million pairs and if the bazar production be 
improved with the adequate supply of leather, the sup- 
plies are expected to reach 8V« million pairs of boots. 

Schemes to increase production of small-scale industries 
in order to meet the increased requirements of the Depart- 
ment of Supply were fully discussed at New Delhi in 
March 1942 with the representatives of the Supply 
Department, Provincial Governments and some of the 
important States. It is expected that additional orders 
for the manufacture of small-scale industry to the extent 
of Rs. 7 crores will be placed in the year 1942-43, as 
against Rs. 6 crores in 1941-42. It was also agreed at 
the Conference that all Provincial Governments and 
States participating in the scheme should establish official 
agencies with whom the Department of Supply would 
contract for the supply of certain goods which can 
suitably be manufactured by the small-scale industry and 
the Government of India will give all possible help in- 
cluding financial assistance, if required, to the. Provincial 
and States Governments. 
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3 Muoltiont Production in India 

The present world war is mainly a meobamzed war, 
wherein enormous numbers of bombers and fighteis 
heavy and light tanks, armoured vehicles, auti air craft 
machiue guns, TJ Boats and submarines, destroyers, battle 
ships and aircraft carriers are being employed in a highly 
deadly struggle and whtoh play an important and decisive 
part ID the decision of the battles now conducted on 
laud, sea aud in air 

During the second year of the war new projects for 
the expansion and modernization of Ordnauce factories, 
establishment of an aircraft indu‘«try, revival of the 
ship building industry and for an all round expansion in 
the range and output of arms and ammunition have been 
undertal^eQ in tbe Selo of munitions production in India 
with a great deal of success 

The growth aud expansion of Indian Army depends 
upon tbe extent of increase in the armaments In order 
to augmen*- tbe supply of arms and aromunition many 
railway and trade workshops were adopted for munitions 
production and their achievement has really been splendid 
In October 1941 the Ministry of Supply Mission under 
Sir Alexander Eoger came out to India to explore the 
possibilities of armameul production and as a result of 
this Mission s recommendations which were discussed by 
the Eastern Group Conference about 20 new munitions 
projects have been established in India at a total cost of 
about Es 11V> crores These projects have led to im* 
portant expansion of the existing Ordnance factories and 
include the reconditioning of an old factory for the 
manufacture of anti gas respirators, machine gun tnoods 
and air bombs, and the establishment of several new 
factories for guns, shells, mortar bombs fuzes, cartridges 
cases, small arms ammanitioo, filling and scientific instru' 
ments The production of field guns, various types and 
calibres of shells, high explosives, pyroteohnic”, grenades, 
rifles and bayonets and light machme guus is now carried 
on in Ordnance Factories and m railway and civil work- 
shops with great success and effioieucj Armoured 
vehicles like armoured cars, carriers, lorries and field 
artillery tractors of improved type have beeu built and 
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sent for military service abroad. In the mechanical and 
A. R. P. section also, a large number of equipment, tools 
and components are being manufactured. A factory for 
the manufacture of paracthutes has also been established. 

Since the outbreak of V7ar, various measures have 
been taken by the Government of India and licences 
issued to a large number of firms for manufacturing 
tools of various types, because the Ordnance factories 
have requisitioned the provision of thousands of machine 
tools. About one hundred licensed firm.s are now engaged 
in- the production of machine tools ranging from small 
simple tools like twist drills, pick axes, milling cutters, 
etc., to high class machines, such as cold saws, horizontal 
borers, production millers and thread millers. The latter 
are mostly manufactured by the Railway workshops. 
The Tata Iron and Steel Industry is producing every 
month about 60,000 tools of various types required for 
munitions production. The Government of India have 
recently sanctioned a scheme costing Rs. 15 lakhs calcu- 
lated to increase further the production of the high class 
machines and thus the foundation ‘ of a machine tool 
industry has been laid down for supplying India with 
tools and machines which used to be imported hitherto. 

An aircraft industry known as Hindustan Aircraft 
Ltd. was established for the first time in India in 1941, 
but, in view of the financial risks administrative com- 
plications, the Government of India, after a very careful 
consideration, have taken over Hindustan Aircraft Ltd., 
‘for the period of the war. The factory is still an assem- 
bly plant working from imported parts and is likely to 
remain as such for some time. It is, however, expected 
that with the skilled labour which is now being trained, 
it may be possible to manufacture some of the compo- 
nents of aircraft from the materials available in India. 
At the present time, two types of American aircraft, the 
“Harlow” a training machine and the “Curtiss Hawk 
fighter, are produced and it is also hoped that the air- 
craft factory will be equipped to carry out major repairs 
of aircraft in India. Attempts ar6_ being made to pro- 
duce high octane- value aviation spirit from Indian sources. 
.The Indian Air force is iio\y being gradually developed 
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and the I A F pilots are sucoessfnlly pounding enemy 
positions on the various fronts in Burma and elsewhere 

For a long time the ship building industry m India 
was neglected by tlie Government of India in spite of 
several representations from the Indians Hou'^ever, in 
view of the large and insistent calls made upon the 
British Navy by the present war and the multifarious 
duties which the Soyal Navy has to discharge in the 
various sees, the need for developing a separate Indian 
Navy was keenly realized and the Governmeut of India 
launched a ship-buildmg programme on the recommenda- 
tion of the Eastern Group Conference in I9i0. It was 
realized that India possesses considerable quantities of 
materials required for theship building industry excepting 
engines and boilers which could be imported from the 
United Kingdom and elsewhere The ship-building pro- 
gramme was framed with these considerations and orders 
foi the manufacture of various types of naval vessels 
were placed with the various civilian ship building yards 
ID India 

Indian ship-yards are now fast budding for the Koyal 
Indian Navy mine sweeping trawlers, motor-mine- 
sweepers, fast auti submarine boats, motor lauuohes, life- 
boats, tugs and other craft Over 800 such naval vessels 
of various types required for use m war are under cons- 
truction and about 80000 workmen are now employed 
in the various ship budding and repairing yards m India 
About 4,000 sea going ships have been repaired in the 
Indian yards since the outbreak of the war A ship- 
building yard has also been opened for the oonstruotion 
of large merchant vessels The work of constructing 
several floating docks for the Admiralt} has also been 
taken m hand As a result of these measures, the Hoyal 
Indian Navy is being daily expanded and the Units of 
the H I N are serving now in distant waters besides 
guarding their own coasts and waters 

Undoubtedly, considering the extensive coastline of 
the country for purposes of defence and navigation, the 
Indian ship-bnildmg indnstry is still in its infancy, bat 
the recent developments certainly mark a substantial 
pdyance op the pre-war stage Before the war India 
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•had no ship-building -programme and the ship-yards were 
mainly engaged in the repairs of sea-going ships and 
construction of small steel and wood vessels for inland 
'river ’service. 

An automobile industry in India at the present time 
■ would have been the source of colossal strength to the 
Allied Powers. And one cannot see why this factory 
‘has not yet been established despite our indus- 
trialists’ offer. 

4 . Industrial Research 

In view of the huge constructional programme for 
the armament production, the Industrial Research Utiliza- 
tion Committee which met in New Delhi in February 
1941 discussed the whole subject of exploitation of in- 
dustrial research required especially in connection with 
war supplies. It was decided that in regard to research 
schemes applications should be invited from those in- 
•terested in the development of such research schemes 
.and in selecting the individual concern or concerns their 
financial resources, technical skill and other facilities 
available to them, like proximity to raw materials and 
markets and financial terms relating to royalty may be 
taken into consideration. 

The Board of Scientific and Industrial Research has 
recommended 14 research schemes involving a financial 
assistance of Rs. 62,000 for adoption to the Government 
of India and has decided upon several schemes of in- 
dustrial research calculated to advance industrial develop- 
ment of the country. The Board is also of the opinion 
.that Internal Combustion Engines could be manufactured 
in India provided certain essential tools could be available 
,here from outside. 

The Industrial Research Utilization Committpe also 
.approved the publication of a Journal called “Indian In- 
dustry” under the auspices of the Committee which 
contains information regarding industrial research and 
its utilization. 

5; Technical Training Scheme 
' In order to meet the expanded requirements of the 
huge armament production progranime and furnish other 
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war materials and supply to the Defence sei vices a trained 
personnel which is so essential in modern mechanized 
warfare, the necessity for skilled and semi skilled labour 
was keenly felt by the Government of India from the 
very beginning of the war At the request of the Govern- 
ment of India, the Railway Board agreed in 1940 to 
trainees being sent to the woibshops of vaiious Railways 
for the training of additional skilled labour in connection 
with the war effort Ine trainees come under the follow 
vng different gioups Filters, draftsmen, machmita, 
millwrights, toolmakers, turners, welders, etc , etc Many 
civilian workshops and factories have also been haruessed 
by the Government of India for the purpose of training 
woikuien on joining traiuiiig centres Candidates get 
monthly stipeuda from R« 20/- to Rs 26/- and are 
lequired to hand over to the Head of the Centre a signed 
undertaking to undergo training and after completion of 
training, to accept such employment as may be found 
for them After they have finished their training 
courses, these candidates are sent to the factories em- 
ployed for muDUion« production or other war work 

Ihe respousibility of training skilled and semi-skilled 
labour has been entrusted to Supply and Labour Depart- 
ments Over 10,000 technicians have been trained under 
the Technical Training Scheme of the Government of 
India and the Department of Labour has in view the 
training of about 48,000 workmen by the end of March, 
1943 There are now 337 training centres m various 
railway and civilian workshops and factories, and about 
25,000 workmen receiving technical training There 
has been a considerable demand for Instructors and 100 
Instructors have been recruited from England for 
supervising the technical training scheme of the 
trainees 

Under the Bevin Tevm Training Scheme, Indian 
“Bevin boys” are sent to England in batches of 60 at 
regular intervals for about nine mouths’ course of in- 
tensive training m different engineering trades according 
to their aptitudes These “Bevin boys” are skilled tech- 
nicians and as a result of getting their fresh advanced 
trfiiatDg first in e, Qoyernment training centre and after- 
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wa dsseonrmg a first-hand axperienoe of the workiaaa 
of the English factories, they become a valnablo asa“ on 
then- reurm to the Indian factories working for munitions 
production and other war supplies. These “Bevin boys” 
have been called the “ambassadors of industrial India •” 
and while m Eng and they not only try to assimilate ttp- 
to-date itidiistnal methods and practices but they are 
also afforded opportunities of actiiiiring a first-hand 
knowledge through their constant contacts with British 
workmen of organized trade unionism and tlie relations 
existing between the workers and employers in the 
United Kingdom. 

The Government of India have recentijf started a 
Polytechnic at Delhi for the training of technical 
personnel in connection with the war effort. The main 
functions of this Institution will be to provide vocational 
instructions iii a variety of subjects for many types of 
students. As the Pol 3 fteohnic develops, four main branches 
of educational activity are expected to emera'^ •— ■ 

^ Technical Training fUgh School for pupils 
from 10-11 to 16-17 years of age. 

2, Senior Vocatiouai Department forsludentsover 17, 

3, A Tillage Industries Department for the sons aud 
daughters of village and bazar craftsmen. 

4, Adult education of various types. 

Under the Labour Department Technical Training 
Scheme, the Delhi-Polytechnic proyide.s for the training 
of fitters, turners, machinists, electricians, tin and copper- 
smiths aud painters. The Polytechnic has been designe 
to. provide with 16 workshops, 4 for the immediate use 
of the Polytechnic aud 12 for the technical training 
scheme. 

Thus, a long-felt want in the Indian industrial world 
of trained 'technicians and skilled workmen ■ 

realized aud this vast army of skilled ^jorkers can be 
diverted without much difficulty to the 
requirements making the country less epen after 

extent for Her industrial expansion and development after 

the terminatipn of hostilities- 
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6 War Riski Insurance 

Tho Government War Hisks (Goods) Insurance Soiems 
which provides for all sellers o! soods whose slochs in 
any one district are valued at Its 20,000/- or more, cam. 
into force on 1st Ootobar 1910 and compulsory >»’ucanee 
throughout India look effoot from 1st November 10-10 

The provisions of this scheme generally apply only 
to commodities and not to iniinovalile property though 
there IS a hat of some items which have been declared 
“not insurable” under this scheme The Government of 
India have appointed 1(Y5 Insurance Companies to act 
as tbeir agents under this ^0110010 and those applying 
for a Policy have to apply on the prescribed form to one 
of these agents The Government of Indii have also 
appointed special officers m ihe proviuoes to see that all 
goods subject to compuUorj War Ui^k^ Insurance under 
the Ordiiianoa are in fact being so insured 
- ‘^‘jvftriimenl of India have also promulgated an 

(JrdmaiiQe tor the estauii^v.^ t nf a War Risks Iiifcoreiicft 
Solieme to cover all damage to the buddings, plants wred 
machinery of factories caused by the enemy or in con* 
bating the eiietQ) Under this Ordinance the insuraow 
scheme mil apply compnlsorily to all factories situated 
lu British India and a noteworthy feature of the scheiae 
IS that damage resulting from destructive measures taken 
by or under orders of (jovernmeut with a view to denying 
facilities to the enemy will also bo covered Accorditg 
to the proMsions of this sclieme, the premium payable 
will, in the hs^t in^tauce, V>e a single promium of 
4 per cent of the actual valno of factory buildings, plant 
and machinery, jay able m instalmeuts, cover being 
provided up to Slst SUroh 1944 and the Governmenl’a 
liability to pay compensation will bo limited to 80 per 
cent of the damage 

7. Rallwayt and the War 

BiDce tlie outbreak of war, eni 
been made on all Indian Bailwayf 
heavy odds they have rendered^ 
played an important part 111 the > 
monitions and othe. 
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small^ magnitude to convert the railway workshops to a 
5 war time economy and it must be said to their credit that 
/they have, responded magnificently to the diverse demands 
made on them. , 

r . About 16,000 workmen are engaged on the production 
of war materials in the Eailway workshops from where 
.. is now flowing a oonstaj}t stream of high explosive shells, 
hand-grenades, fuse components, bits and stirrups, 
tent poles, cartridge boxes, packing cases for gun cotton, 
axles and axle trees for gun carriages, field ovens, pick- 
axes, nuts, bolts, etc. for transport carts, instructional 
tank turrets, bayonets, rifle aiming rests, mathematical 
instruments, furniture and the components of a host of 
other items. Large numbers of motor bodies and armo- 
ured tractors have also been manufactured and items 
which had never been attempted in any workshop, other 
f than Ordnance factories specially equipped for this kind 
of work, are now being successfully produced by Eailv/ay 
workshops. A few workshops have been entirely released 
for the production of armaments and munitions and all 
the other workshops are used to their full capacity in the 
production of munitions of various kinds in addition to 
their normal work required for satisfying essential railway 
needs. A new Tool Room has been constructed in one 
6f the workshops for the manufacture and repair of tools, 
gauzes, fixtures, etc., required for the manufacture of 
munitions, and a special Shell Section has also been 
started. In one Eailway workshop alone, the turn-out 
amounted to Rs. 40 lakhs up to the end of October 1941. 
Thus the volume and variety of work turned out by the 
workshops have been very considerable. 

Besides the programme of war production, the Rail- 
ways have been asked dm’ing the last one and a half 
years to surrender their large quantities of railway track, 
rolling stock and stores for military operations overseas. 
As stocks of spare rails were limited, it became necessary 
to close down and dismantle some of the uneconomic 
branch lines in order to release the requisite quantities of 
track for war purposes. In addition to the rails, about 
200 Locomotives, thousands of railway wagons, bridge 
girders, signalling and interlocking inatenal, tools etc.^ 
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have been withdrawn for despatch overseas for India’s 
far-flung lines of defence 

Inside the country, a large variety of rolling stock 
was converted for defence parpoacs. Passenger ooaolies 
and dining cars are now used as ward oars, kitclieu 
C^rs and ambulance trains In addition to sending large 
quantities of rolling stock overseas, Railways were called 
Upon to construct new military depots in India fdr 
the Defence Department involving many miles of rail 
track 

Throughout the war the railways have had to meet 
a heavy^ demand for special traius for the transport of 
troops, war materials and prisoners of war which of 
necessity have had to be civ**u priority In 1911 the 
Railways arranged for 2,000 special trains for the carnage 
of troops and prisoners of war, besides of course ad- 
ditional carriages, trucks and wagons being ^ttaohed to 
numerous ordinary trams Despite this fact, the stock 
required (or a Defence Services Exhibition Tram equip- 
ped with 23 vehicles has been provided m order to 
show exhibits from all branches of the Defence Services 

Cousecvationof metal audmateriaUs being achieved by 
the strictest economy in use, timely and economical 
repair, utilmmg, wherever possible, obsolete aud scrap 
material by modiflcation or conversion, intensifying 
^he use of substitutes aud reducing demands to an ab- 
solute minimum commensurate with safe and efficient 
running Sales of scrap material have beeu almost 
entirely suspended 

It will not be out of place to mention here that the 
situation regarding the rolling-stock of railways m res- 
pect of wheels, tyres and axles, which used to be imported 
into India before the commencement of the war, has 
been considerably eased by the establishment of a new 
plant at Jamshedpur by the Tata Iron and Steel Oorapatiy 
VL-wiJi/iSrtfnm? 'tfi Tv*uwdn», 'wir?. 'Kxloft 

to meet the entire requirements of the Indian railways 
The Commonwealth Steel Company of Australia has 
trained two officers of the Tatas in their Company in 
the methods of manufacture of -wheels, tyres and axleg 
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and also loaned two o£ their technical experts to guide 
the operations of the plant. 

The Railways have agreed to increase the rates of 
fares for passenger and goods traffic and lesser number 
of passenger trains are now being run and special trains 
for the civilians have been suspended for the duration of 
the war. The strain has been so stupendous that the 
Railways have been forced to launch a “Less Travel” 
campaign by blazoning all sorts of slogans at the station 
platforms and in the railway carriages to reduce the 
travelling by the civilians to the minimum. ■ 

In view of the rise in the cost of living, the Railway 
Board has sanctioned in 1941 enhanced dearness allowance 
to its employees. 

8. Special Control Measures regarding Price Control and 
Rationing 

' One of the inevitable consequences of any war is a 
general rise in the price-level. This rise in price-level 
in India was felt all the more acutely because there was 
a long spell of depression before the commencement of 
the war. There ensued a severe agitation from a section 
of the articulate public urging upon the Grovernment of 
India to formulate a policy to deal efliectively with the 
rising prices and to stop “profiteering” by merchants and 
traders. The protagonists of agricultural interest claimed 
that a Government which had done nothing to increase 
the price-level during the entire decade of acute depression 
had no moral or even economic justification to decrease 
the price-level when the opportunity had come to their 
doors to retrieve their dilapidated economic status. But 
the Government of India soon delegated powers to the 
Provincial Governments to take suitable action in regard 
to the controlling of prices of such articles as foodstuflfs, 
coarser kinds of cloth used by the poor, etc. . 

Since then, the economic position of India has under- 
gone considerable changes. Exports have decreased in 
some articles and increased in others to a considerable 
degree as also the imports, and India has become the 
supply centre of war materials to the Allied Powers and 
the development of war industries is causing a shifting 
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of population and consequently of consumer , demands 
Due to the cutting off of supplier from the enemy or 
enemy occupied countries the burden of locating and 
manufacturing supplies has fallen to the shoulders of 
our country and the Government of India have ever 
been anxious to supply such matenals to the various 
theatres of war and take ail possible measures for the 
total resources of this vast and mighty country being 
mobilized for victory Apart from that, the main 
problem before the Government of India has been to 
take all possible measures against any disorganization 
and to ensure that public is not put to auy undue hard* 
ship in obtaining their supplies of the essential food-staffs 
and other necessities of life Various effective checks and 
special legislative measures have been uudertaben or are 
being undertaken as and when circumstances demand to 
pnce-racketeenng in those commodities wliioh have 
become scarce and are essential to life aud special control 
measures adopted m other commodities for the war needs. 

In view of the acute wheat shortage felt m the 
early months of i9i2 throughout India when stocks of 
wheat were hoarded by the speculators and prices shot 
up and were kept up at high levels, the Government 
of India have, after oonsuUiog the wheat growing pro- 
vinces, DOW arranged the distribution of the new cron 
of wheat and ha^e made plans to regulate its supply 
throughout the } ear and baio fixed Bs 6/- per mauud 
as the maximum wholesale price of wheat at Kapur and 
Layallpur Ample powers have been given to tbe 
Government of India and tbe Provincial Governments 
under the Defence of India Kiiles to control and regnlate 
the prices of essential food-stuffs 

In order to make provision for tbe grant of relief in 
respect of injuries sustained during enemy action, tbe 
"War Injuries Ordinance 19J1 was passed Under the 
Ordinance the Government of India have framed a War 
InjuriesScheme andWar Injuries Begulatious The scheme, 
provides for relief to “gainfully occupied” persons above 
the age of 15 who sustain war injuries or to ibeir depen- 
dents m the event of death It also provides relief for 
injuries sustained by Civil Defence Volunteers in the 
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discharge of their duties as such volunteers. The scheme 
provides for free medical treatment to injured persons 
and for different kinds of allowances and pensions under 
three broad heads of temporary allowances, disability 
pensions, and family pensions and children’s allowances. 

The policy of exempting factories on war work from 
restrictions on working hours with a view to increasing 
their output, has been approved by the Government 
of India. 

To prevent wasteful expenditure of essential common 
dities and stocks and to put them to the best possible 
use in the interest of war supplies, a number of control 
measures have been introduced by the Government. 
In order to put to the best possible use the machine tools 
available with traders and to produce machine tools of 
the useful type for munitions production, the Machine 
Tool Control Order 1941 requires the taking of a licence 
for the import, production, keeping for sale and acquisi- 
tion of certain types of machines and tools. 

The Non-Ferrous Metal Control Order 1941 provides 
for the control of nickel, zinc and electrolytic copper. 
Stock holders and dealers are required to obtain a licence 
for dealing in these commodities. 

The Iron and Steel Control Order 1941 applies to the 
main types of iron,>.and steel produced in India. The 
general effect of the Order is to prevent the acquisition 
or disposal of iron and steel by anybody except under 
the authority of a Permit. The producers and the 
stockists are required to keep accounts of their sales. 

Under the Essential Drugs Order 1941 any person 
engaged in the business of manufacturing, importing 
or selling essential drugs is required to submit a monthly 
return showing the quantity of any essential drug in 
his possession. 

In order to conserve supplies of tar and bitumen in 
India, the Central Government promulgated in January 
1942 the Tar and Bitumen Control Order 1942 according 
to the provisions of which all producers of or dealers 
-in tar and bitumen have been registered by obtaining 
'their licences from the Director General of buppiy, 
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Petioleum Direotorate, New Delhi, and no one is entitled 
to sell or otherwise dispose of these articles without 
obtaining the proper sanction of the Licensing Authority 
This Order has been passed for releasing supplies for 
Defence works 

A Rubber Control Order which came into effect from 
1st April 1942 brings under Governmental control all 
stocks of rubber in the bands of manufacturers in India 
and restricts its sales without a Permit A fee has been 
fixed for each Permit at the rate of annas two and six 
pies per 100 Ids of rubber A Control has also been 
put on the sales of tyres and tubes used by ilotor 
Vehicles 

In view of the reoent developments and the apprehen- 
ded shortage in the suj ply of lubricating and other oils, 
the Government of It dia have ilecided to osk the Oil 
Compaines m India to regnlate their «iale8 in accordance 
with the sclieme yuepared by the Government Ihe 
Motor Spirit Ratiomiig Order con'orves all supplies of 
Petrol and other Oil piodnots 'Ihis Order pays special 
attention to the mamteuaiice of osscutiai services aud 
gives a fair quantity of petrol to private consumers 

The Commerce Department is taking steps to institute 
an economy drive among the general public and lu 
Government offices to bring about the greatest economy 
in tho use of paper which has become scarce due to the 
difficulty of imports A notice “USE LESS PA PER” 
was circulated recently by the Paper Economy Officer 
and the Governmental Teqncrements aro lutended to be 
curtailed to the extent of 6,000 tons a year in spite of the 
increase in the size and work of Government Depart- 
ments 

The prices of all newspr nt paper and other types 
of paper have been fixed by the Government The num- 
ber of pages issued by tlio newspaper ui India have also 
been curtailed considerably and the publication of various 
Governmental publications has been considerably reduced 
in number 

Experiments have been earned out at the Forest 
Ke«earoh Institute, Debra Don, foi the manufacture of 
suitable pulp for newsprint It is expected that substan- 
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tial quantities of newsprint paper might before long be 
manufactured by the Indian paper mills. ' 

The Sugar Control Order 1942 has fixed the prices of 
sugar in the Indian market and has also controlled the 
production and distribution of sugar. 

The Price Control Conference which met at Hew 
Delhi in April 1942 discu.ssed the various aspects of 
fixing piices of .some importa,nt and essential commodities 
and advised the Provincial Governments to take necessary 
steps in this conneotiou. It also recommended the 
licensing of wholesale dealers (or purchasers from pri- 
mary producers) in food-stuffs b}' the Provincial and 
States Governments who will be required to furnish from 
time to time information to the Governments concerned 
regarding the course of distribution of the food-stuffs 
handled by them, including particulars of the areas of 
distribution. 

9. Post-war Reconstruction in India 

‘War brings in its train the inevitable dislocation of a 
countr 3 '''s economlo and particularly industrial life but 
peace brings an equally great and more sudden dislocation 
of the existing conditions. 

Iiidustiies that are now being given all the impetus 
for their rapid development and expansion in order to 
produce the required quantity of v/ar materials will no 
longer be engaged upon urgent war contracts, labour in 
those particular industries will become redundant, stocks 
and materiaJs will become surplus and their disposal will 
have to be arranged. The labour and capital now 
emploj’ed whole time in the production of war equipment 
will have to be re-adjusted and diverted to the peace-time 
requirements after the termination of hostilities and in 
general a peace-time iudu.strial economy will have to be 
evolved. 

- In order to avoid such economic panic and industrial 
chaos, the Government of India have accordingly' appoiii- 
tfid a ReGon.«(ruotiou Oom/nittee, to be presided over by 
the Hon’ble the Commerce Member with representatives of 
all the connected Departments of the Government of India 
to devise a plan fur post-war industrial reconstruction. 
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The first meeting of the Rcoonstruction CommUtcp 
took place on the 23rd Jane Idil at SimJa and tn 
order to avoid any misunderstanding as to the powers of 
the Committee, it was decided to change the title of the 
RecoDstruoIion Comniitte® into that of “Reconslruohon 
Committee (Coordination) ' 

The following four Planning Committees were set up 
which include represeatalnes of Departments of the Cen« 
tral Government, representatives of Provinojal and States 
Goveruraent", Commercial and Industrial representatives 
and representatives of labour aocordtng to the nature of 
work involved in each Committee — 

1 Eecoiistructioii Committee (Labour and Demobi- 
lization) 

2 Reconstruction Committee (Disposals and Con- 

3 Reconstruction Committee (Public Works and 
Government Purchases) 

4 Reconstruction Committee (Trade, International 
trade policy and Agnoultural Development^} 

A Consultative Committee of Economisit drawn from 
the various Universities has also been ^et up by the 
Government of India It is intended that all those Sub 
Committees will submit llieir reports to th© Reconstruc- 
tion Committee (Coorduiation) and their recommendations 
will be considered by the Governor General m Coaooi! 
and such action as may be considered necessary taken 
theron 

Amongst many important problems of post war recon- 
struction, the Sub Committees will be required to consider 
how far labour employed at present m Ordnance and 
Clothing factories, Eogmeering, Textiles, etc , can be 
employed m other directions without retrainni" , what 
arrangements are necessary to prevent the ecjonomio struc- 
ture from boing collapsed by a sudden stoppage of war 
production , what measures will be necessary to protect 
the interests of those indnstriea which have now seen 
considerable improvement, expansion and efficiency and 
m what manner some chief crops such as vheat, cotton, 
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oil-seeds and sugar and agriculture in general could be 
.made immune from the scourge of another depression, 
in other countries too, a good deal of thought is now 
devoted as to the problems of post-war reconstruction. 
This problem is no doubt fraught with insuperable difficul- 
ties and it is too early to forecast the economic system of 
the future. But it is certain that the problems of under- 
consumption, unemployment within the nations, and 
economic belligerency between tlie nations resulting in 
the struggle for “captui’ing markets, will have to be 
.seriously considered in all their aspects and remedied in 
any scheme of economic reconstruction in order to ensnre 
a more durable peace and co-operation between the 
nations. 
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Some Important Queitioni 
A— INTRODUCTION 

1 [Economics has been defined by some writers as the 
i«cience of wealth How far this definition is adequate? 

Discuss It fully 

2 “What are the chief divisions into which the subject* 
matter of Economics 13 geueally divided by writers? 
Discuss their inter relation 

3 What is Economics? How fans the etndy of Economics 
helpful in practical hie? 

4 If ^ou had to define Economics to an mteiligenb but 
uneducated peasant, how would you set about it? 

Distinguish between individual and social wealth 
and state what you mean by Economic goods 

B-CONSUMPTION 

1 What are the chief cbaractenstics of Human Waots? 
Explain and illustrate the distmotion between neces* 
sanes, comforts and Imuriea Give examples from India 

2 State and explain, with the help of a diagram, the Law 
of Diminishing Utility Are there any exceptions to 
this Law ? 

3 What 18 meant by Elasticitj of Demand? Why is the 
Demand for some commodities more elastic than for 
others? Explain fully 

4 What IS the relation of Saving to Spending ? Is it of 
any consequence (o society bow an individual spends 
his income? Should society interfere with a man’s 
libertj in spending money? 

620 
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6, Clearly explain what you understand by the term 
‘Consumption’ and give examples of different types of 
consumption. 

Consumption is regarded by some as the goal of 
economic activity and 03’^ others as a means of restoring 
energy, which vieiw in 3'our opinion is correct ? Give 
reasons. 

6. What practical advice would you give to a coolie or 
an Indian peasant who ma}' seek your guidance in 
the matter of regulation of his expenditure? 

7. State clearly the Law of Satiability of Wants. Can 
3mu deduce from it any law for guidance of people’s 

_ expenditures ? State bj' an example. 

8. Distinguish between a high standard and a rational 
standard of living and estimate the importance of the 
standard of living to consumption. 

9. “To raise the standard of life of the people of India wants 
should be multiplied, even if some of these wants are 
not of a beneficial nature. Without this progress will 
not be possible." How far do you agree with the view 
expressed herein? 

10. State the effects and importance of habits-and customs 
of. the people of India on their economic life. 

11. Write short notes on the following: — 

(a) Consumer’s Surplus; (6) Engels’ Law of Consump- 
tion ; (c) Economic waste ; (d) The standard of living p 
(e) Total utility and marginal ulitity. 

C— PRODUCTION 

1. India has abundant natural resources, a plentiful 
supply of labour and large amount of inactive capital.. 
Discuss fully what fruitful opportunities are available 
to enterprise in India and to mobilize the productive 

- resources, of the country. Give examples. 

2. What are the. chief means of artificial irrigation in 

* ’ India ? Explain full3’’ the chief economic advantages, 

of canal irrigation in the United Provinces. How is ■ 
it that some canals bring profit tq the Goyernment 
TyhUe others are run at a loss ? 
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,3. What nr© the chief sonroes of power avnilable in 
India? What would be the effect of dorelopment of 
Hydro-electrio works on rural industries and agriculture^ 
in these provinces? 

4. Give an acoount of the 8oiIs__and cli mates .-of India 
aud explain their effects upon the Toonomy of the 
country. 

5. / Describe the types and extent of irrigation facilities 

in these provinces How farcau they bo extended ? Can 
the tube-well scheme of the Governmout satisfy the 
needs of the Indian cultivator? 

6. To what extent is Imlia fitted hy Nature for indus*' 
trialization? From this point of view briefiy describe 
India’s Natural resources. 

7.1‘Whal are the chief recommendations which you would 
‘suggest for the improvement of our village industries? 

S. ' Draw a map of India showing the distribution of 

. principal crops, minerals aod modern industries. 

'9, What do you mean by the term deusity of p opulation? 
Account for the variatioos in the^Density of population 
of the different Provinces of India. 

10. Carefully explain Division of Labour. How does it' 
'arise? what are its advantages and disadvantages? 
Give examples. 

11. What do you understand by ‘efficiency of a factor of 

t.f production'? Do you think the factor of produottoa~- 

^ /’' labour in India ia efficient? If not, what proposals 
wou]3you make for making it officiant? 

12. What are the chief causes of the ineffioienoy of Indian 
labour? How and to what extent can they be removed ? 

13. Examine the causes of tbo high iofautlle mortality 

rate in India. What forces are at work to check this 
evil ? Do yon thinkliidia is overpopulated? If so, what, 
remedy would you suggest to keep the population to 
the level of the means of aubsUtence? v 

14. Define the term capital and distinguish between fixed 
and circulating capital. How do you account for the 
scarcity of capital in this country ? 
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What are the chief factors -upon which the accumulation 
of capital in a countr 3 ' depends and examine to what 
degree these are fulfilled in our villages? 

Explain and illustrate the Laws of Diminishing and 
Increasing Beturns and give the importance and 
limitations of each. 

Discuss the advantages and disadvantages of a large- 
and a smalhsoale of production. Which form of 
production would jmu like to see developed in j’our 
own country, and why ? How far large-scale production 
is applicable to Indian Agriculture? 

What are the functions of an entrepreneur in 
modern industry ? How far are these functions 
performed bj' the village artisans in India? 

What do you understand by the term localization of 
industries? Give the main causes of localization and 
trace its advantages and disadvantages. 

If you were given the choice of developing either the 
means of communication or irrigation in India 
within tlie next decade, which policy would you 
adopt? State clearly the reasons for your preference. 

Tell what changes in rural industries and agriculture 
result from cheaper and quicker means of transporta- 
tion. 

Discuss the influence exerted by the introduction of 
machines on the efficiency of production as well as the 
quality of human life. Illustrate your remarks with 
special refei’euce to Indian factory labour. 

Write short notes on : — 

[1) Free Goods and Economic Goods. (2) Skilled and 
unskilled labour. (3) Positive and preventive 
checks, (4) Extensive and interisive cultivation. 

V (6) Internal and external Economies. 

D— EXCHANGE 

i. What is the importance of exchange ? Show that 
iboth parties gain in utility by exchange. Are there 
■ any circumstances under which such a gwn would 
disappear ? 
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2 What caii'jcs bring abont an extension of markets’, 
and witli what results ? Distinguish olearlj between 
short and long period markets 

3 Differentiate between market price and normal price 
State how the market prioe of a commodity say 
cotton IS determined 

4 Explain value and diseoss that ‘ there can be no 
general rue in values and no general fall in values ” 

6 Describe the marketing of one of the principal crops 
ni your district bv the Rayot Is he unable to hold 
up his crop for a better price? If &o, for what reasons? 

6 The value of a commodity ig normally equal to its 
cost of production Does this mean that it is the 
cost of pro iuciion of a commodity which gives it its 
value, <>0 that if there were no cost of production, 
there would be no value ? Explain, how cost of 
production effects value ? 

7 Discuss the foUowiug statements — 

(0 ' Ihe value of a commodity cannotbe permanent* 
ly much above or below its cost of production '' 

(ii) “The demand for agiven quantity of a commodity 
IS governed by the marginal utility of that 
quantity “ 

(in) “Value tends towards the cost of production in 
the long run “ 

(iv) “If price uses demaud diminishes, but if demand 
diminishes price falls It is difficult to see how 
price ever changes “ 

(v) “Value depends wholly upon tlie relation between 
demand and supply “ 

8 "What are the essentials of value and what regulates 
the value of agncultnral produce and manufactured 
goods ? 

9. Describe exactly the meauing of increase in demand, 
illustrating your answer by a table of figures or by 
a diagram Is it possible, under certain circums* 
tances, for the demand to increase and yet the mar> 
ket price to remain unaltered ? If so, explain the 
ciroumstauces 
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10. What is meant by tbe equilibrium of demand and 

i ? Explain and illustrate demand and supply 

schedules and give their uses. 

11. Explain the conditions in which barter is possible. 

. -Why does sale for money take the place for barter ? 

121 Explain the meaning and functions of money and 

‘ ' point out the reasons for which precious metals have 
been chosen as mediums of exchange. 

13. What is the standard of value in India — Gold or 
Silver ? Is it necessary that the standard of value 
should also serve as a medium of exchange ? 

li. “A. great feature of modern commerce is the economy 
in the use of metallic money.” Explain this and 
show how this economy is possible and point out 

'• ' the dangers of such a s^'stem. 

16. Discuss fullj^ the Gresham’s Law and explain its 
working. 

16. What do you mean by paper money ? Point out its 
advantages and limitations. What are the necessary 
.safeguards to its use. Illustrate your answer with 

) reference to the Indian system. 

17. What is credit money? Trace out its drawbacks 
and distinguish between a bill of exchange and a 
cheque. 

18. What are the proper functions of a Bank ? What is 
.the difference between a modern Bank and an in- 
digenous Bank ? Enumerate all kinds of businesses 
which the latter transacts. 

19. Explain — “A sound and widespread system of Bank- 

ing is essential to the full economic development 
of a country.” 

20. (c) What are the different classes of banks in India ? 

Enumerate their functions with special reference 
to the Reserve Bank of India. 

(b) What are the main causes of rural indebtedness 

in India ? ■ a n r 

21. Do you think that the extension of Oo-operative 

j . Credit Societies would solve the problem of rural in- 
debtedness in India ? 

40 
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22 Write short notes on tho following — 

" (1} Debasement and deterioration (2) Innatton and 

deflation (3) Single and double standard (4) 
Seigniorage and brassage (6) Free and gratuitous 
coinage (6} Oold standard and gold bulltou st- 
andard (7) Standard com and token com (6) 
Appreciation and depreciation of currency (9) 
Fiduoiary paper monej (10) Hundi and Bank 
draft (11) Convertible and inconvertible notes. 
(12) Index numbers 

23 Write a note on the nature of India’s import and 
export What are the pnnoipa) oonntries with which 
India trades ? What is tho share of the British Em- 
pire in the foreign trade of India ? 

24 What are the advantages of credit to modern com- 
neroe and ludustries? 

E— DISTRIBUTION 

1 Explain carefully what you understand by distribu- 
tion ? Are wages determined more by the produo- 
tivity of labour or by llie cost of produotion of 
labour ? 

2 How far do }ou think Indian social customs prevent 
wages from rising and falling m accordance with the 
elfioiency of the labourer? What effect has the st- 
andard of living on the determination of wages ? 

■3 State the Law of Rent How does the rent arise and 
how IS It measured ? What forces briug about a rise 
in rents ? 

4 Establish the proposition that rent forms no part of 
those expenses of production which affect price Do 
you think there would be no tent if there is no Law 

5 Give an account of the system of land tenure in the 
Province of Agra “The object of the Government is 
to secure for the ouUwatora fixity of tenure and fair 
rents — ” How far has the above object been secured 
by the present tenancy legislation in the United 
Pfoyinoes ? 
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6. Would there be Eoouomic rent, {«m 7 the Govera- 
ment owned all the laud, (b) if land were owned by 
the cultivators, (c) if the supply of bettor land were 
• . practically unlimited ? 

7^ Analyse profits into its various constituents. Is it 
^ necessary that there should be profits ? What func- 
tion does profit perform in indukry ? 

8^ Disouss the relation between the rate of interest and 
the growth of capital and discuss how interest is 
determined ? 

9, Why rate of interest difiPars fiom place to plaoo, 
from time to lime and from man to man ? How rate 
of interest affects saving ? ■ 

10. Write short motes on : — 

(a) National -Dividend, (b) Unearned inereinent. (c) 
v^Gross and net interest, {dj^rn'e and gross profits, 
(e) Real and nominal tyages. ( f l-dBconomic and 
contract rent, (g) Profit per turnover and profit 
per annum. 

F— PUBLIC FINANCE 


1. Name the main sources of income and Expenditure of 
the Provincial and Imperial governments. Give ap- 
proximate figures and comment on each item, 

2. Give the important sources of income and items of 
expenditure of any Blunicipal Board or a District 
Board in the United Provinces. Do you think the 

^ymoome of each of these Boards is sufficient to meet 
their requirements ? 

3. Explain direct and indirect taxes and outline their 
merits and demerits. What are the principal canons 
of taxation ? 

4. Are there any taxes on profits in India ? Who bears 
the burden of these taxes ? Are they partly or wholly 
shifted ? 

6- What is the incidence of a tax ? Who bears the fol- 
lowing taxes ? 

(a) Sugar tax ; (6) Cycle tax ,* (c) House tax {^) 
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Circumstance acc) property tax , (e) Excise tax on 
matches 

'C Explain the following ~ 

(a) Excise duties , (b) Import and export duties (cl 
Ad valorem and gpectfio duties > {d) Froteotive 
and revenue duties , (e) Proportional and progres- 
sive rale o! taxes , (/} Poll taxes and octroi 

; duties 

G-PRAGTIOAIi WORK 

1* Classifj' under general heads the monthly expenditure 
^ of a college student living in the oitj an 1 getting Bs 
40 per month from his father who is ac Budauti 
Represent the Budget by means of a diagram 

2 Write very briefly but clearly the different processed 

^ of “production of any commodity produced by a 

I farmed or an atfi«an 

3 i The selling price of 2 doz cbairs isBs 120 Distribute 

this amount among the different items of oost of 
productioo and represent the classification by means 
of a grapb^J 

4 Prepare the cost of production chart of any commodity 
which you have investigated and represent yoar final 
statement of costs by means of a diagram 

6 The folldwmg is the statement showiug the expenses 
of production of potatoes on aland of DBigha^ Kham 
fu size Rent for the year Bs tf/4, oil ^or the 
ploligh -/2/6 , repairs of tools 1^1- , oommianon Rs 
1/9 , tax at the bridge /lO/- , weighing charges -/lO/-, 
freight charges to Railway Rs 4/11 i thela charges 
Bs 2/3 , manure Bs 12/84, bulloclcs feeding Hs 3/7 , 
wpges for manuring and digging Rs 10 , depreciation 
of tools /7/6 , interest paid Hs 3/2, miscellaneous 

tion 8 maunds of potatoes per bighh, sold at the rate 
of Es 8 per maund ^ 

(o) TTou are required to oaloulate the oost of produo- 
' tibn of'jSotatoBS’on one bigba only and to place 
the different beads of expenditure under suitable 
headings, i 
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(6) Represent the different heads of expenditure on 
the graph paper after calculating the profits. 

6. A. establishes a sugar factory with a capital of Rs. 
60,000. At the end of first year of working, he finds 
he has got in hand from the sale proceeds of sugar 
etc., a sum of Rs. 12,000, after paying the wages and 
the price of raw matarials. Under what heads should 
the amount be apportioned and why ? 

7. The following are expenses of a coolie ; — 

Ata -[31- a day ; pan -/-/6 a day ; wood Rs. 2 a* 
month; oil and ghee Rs 2 a month ; rice -/-/6 a day ; 
a pair of .shoes Rs 1/8 a year ; tobacco -/3/- a week ; 
house rent Rs. 3 a mouth ; sweets -/8/- a mouth ; 
vegetables -/-/6 a day ; municipal tax Rs. 1/14 six 
monthly ; sweeper -/4/- a month ; cinema -flOj- a 
month ; charpai Rs. 1/8 a year ; kerosene oil -j'H- a 
week; dhoties Rs. 2/4 a year; salt -/2/- a month; 
other clothes Rs. 3/12 a year ; country liquor Rs 2 a 
month, religious and social expenses Rs. 6 a year ; 
debt payment Rs. 2 a month ; books -/5/- a mouth. 

Calculate all expenses on a monthly basis and 
classify the items under general beads and represent 
your classification by a diagram. (A month should 
be reckoned of 30 days or of 4 weeks). 

8. A sugar mill company produced 100,000 mds. of 
sugar in the year 1936-36, and sold the produce for 
Rs. 9 lakhs. How will the proceeds be divided ? 
Illustrate your answer by means of a diagram on the 
graph paper. 




